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available data and historical trends. We routinely monitor the collectibility of specific nccounts, the aging of reccivables,
historical retroactivity trends, estimated rebates, as well as prevailing and anticipated cconomic conditions, and reflect any
required adjustments in the current period*s revenue

We bill and collect premium from employer groups and members in our Medicare and other individual products
monthly. We receive monthly premiums from the federn) government and various siates according to government
specified payment rates and various contractual terms. Changes in revenues from for our Medicare and individual
commercial medical products resulting from the periodic changes in risk-adjustment scores derived from medical
dingnoses for our membership are recognized when the amounts become determinabie and the collectibility is reasonably
assureq.

Medicare Risk-Adjustment Provisions

CMS utilizes a risk-adjustment mode! which apportions premiums paid to Medicare Advantage plans according to
health severity. The risk-adjustment model pays more for encollees with prediciably higher costs, Under the risk-
adjustment methodology, al Medicare Advantage plans must collect and submit the necessary diagnosis code information
from hospital inpatient, hospital outpatient, and physician providers to CM$ within prescribed deadlines. The CMS risk-
edjustment model uses this diagnasis data to calculate the risk-edjusted premium payment to Medicare Advantage plans.
Rates paid to Medicare Advantage plans are established under an actuarial bid model, including a process that bases our
payments on a comparison of our beneficiaries' risk scorcs, derived from medical diagnoses, to those enrolled in the
govemment's Medicare FF'S program, We generally rely on providers, including centain providers in our network who are
our employees, to code their claim submissions with appropriate diagnoses, which we send to CMS as the basis for our
paymeat received from CMS under the actuarial risk-adjustment model. We also rely on providers to appropriately
document all medical data, including the disgnosis data submitted with claims. We estimate risk-adjustment revenues
based on medical dingnoses for our membership. The risk-adjustment model is more fully described in Item 1. — Business
under the section titied “Individual Medicare.™

Investment Securities

Investment securities totaled $9.1 billion, or 37% of total nssets at December 31, 2015, and $9.5 billion, or 41% of
total assets &t December 31, 2014. Debt securitics, detailed below, comprised this entirc invesiment pertfolio at
December 31, 2015 and 2014, The fair value of debt securitics were as fotlows at December 31, 2015 and 2014

December 3, Perceniage December M, Petcentage
2018 of Toia) 2014 of Taial
{dollara in milliona)
U.S Treasury and other U.S.
government corporations and egencies:
U8, Treasury end agency obligations $ 332 36% § 374 39%
Mortgage-backed securities 1,891 20.8% 1,498 15.7%
Tax-exempt mugicipal securitics 2,668 293% 3,068 321%
Mortgage-backed securities;
Residential 13 0.1% 17 0.2%
Commercial 935 10.8% 843 8.8%
Assel-backed securities 263 29% 29 023%
Corporate debt securities 2958 325% 3,718 39.0%
Total debt securitics $ 9,110 1000% $ 9,547 100 0%

Approximately 98% of our debt secutitics were investment-grade quality, with a weighted average credit rating of AA
by S&P at December 31, 2015. Most of the debi securities that were below investment-grade were rated BB, the
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higher end of the below investment-grade rating scale. Our investment policy limits investments in a single issuer and
sequires diversification among various asset types.

Tax-exempt municipal securities included pre-refunded bonds of $178 million at December 31, 2015 and $199
million at December 31, 2014. These pre-refunded bonds were secured by an escrow fund consisting of U.S. government
obligstions sufficient to pay off all amounts outstanding at maturity. The ratings of these pre-refunded bonds generally
assume the rating of the govemment obligations at the time the fund is cstablished. Tax-exempt municipal securities that
were not pre-refunded were diversified among general obligation bonds of U.S. states and local municipalities as well as
special revenue bonds, General obligation bonds, which sre backed by the taxing power and full faith of the issuer,
accounted for $1.0 billion of these municipals in the porifolic. Special revenue bonds, issued by & municipality to finance
e specific public works project such as utilities, water and scwer, transpoctation, or education, and supporied by the
revenues of that project, nccounted for $1.4 billion of these municipals. Qur genera! obligation bonds are diversified
across the US. with no individual state exceeding 11%. In addition, certain monoline insurcrs guarantee the timely
repayment of bond principal and interest when a bond issucr defaults and generally provide credit enhancement for bond
issues related (o our tax-exempt municipal sccurilies. We have no direct exposure to these monaline insurers. We owned
$173 million and $484 million at December 31, 2015 and 2014, respectively, of tax-exempt scourities goarantecd by
moneline insurers. The equivalent weighted avcrage S&P credit rating of these tax-exempt securities without the
guaranice from the monoline insurer was AA.

Our direct exposure to subprime mortgage lending is limited to investment in residentin! mortgage-backed securities
and assct-backed securities backed by bome equity loans. The fair value of securities backed by Alt-A and subprime loans
was 5l million at December 31, 2015 ard 2014. There are no collateralized debt obligations or structured investment
vehicles in our investment portfolio, The pereentage of corporate securities associated with the financial services industry
was 25% at December 31, 2015 and 21% at December 31, 2014

Gross unrealized losses and fair values aggregated by invesiment category and length of time that individua) securities
have been in a continuous unrealized Joss position were as follows at December 31, 2015:

Less thun 12 months 12 months or more Toial
Grom Grom Gross
Fair Unrealized Fair Unrealized Fair Unreslized
Value Losees Value Losies Yalue Lusses
{in millinns)
Detember 31, 2015
U.S. Treasury and other U.S.
government
corporations and agencies:
U S, Treasury and agency
obligations s 195 § () s i4 8 —. 209 ¢ ()
Mortgage-backed securitics 1,484 20 86 3 1,570 (23)
Tax-exempt municipal securities 843 (3 52 (1) 895 ¢}
Morigage-backed sccurities:
Residential 2 — 4 —_ 6 —
Cotnmercial 626 (13) 265 (28) 891 (at)
Asset-backed securities 258 (2) — _— 258 (2)
Corporate debt securities 918 (45) 63 {10) 981 (55)
Total debt securities § 4326 § (84) § 484 8 (42) $ 4810 8  (126)

Under the other-than-temporary impairment model for debt securitics held, we recognize en impairment loss in
income in an amount equal to the full differcnce between the amortized cost basis and the fair value when we have the
intent to seil the debt security or it is more likely than not we will be required 10 sell the debt security before recovery of
our amortized cost basia. However, if we do not intend to sel) the debt security, we evaluate the expected cash flows
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{o be received 13 compared to amortized cost and determine i a credit loss has occurred. In the event of & credit loss, only
the amount of the impainnent associated with the credit Yoss is recognized currently in income with the remainder of the
loss recogrized in other comprehensive income.

When we do not intend to self a securily in an unrealized loss position, potential other-than-temporary impairment is
considered using a varicty of facters, including the length of time and extent to which the fair value has been less than
cost, ndverse conditions specifically related to the industry, geographic arca or financial condition of the issuer or
underlying collateral of a security; payment structure of the security, changes in credit rating of the security by the rating
agencies; the votatility of the fair value changes; and changes in fair value of the security after the balance sheet date For
debt szcurities, we take into account expectations of relevant market and economic data, For example, with respect 1o
mortgage and assct-bucked securities, such data includes underlying loan level data and structural festures such as
seniority and other forms of credit enhancements. A decline in fair value is considercd other-than-temporary when we do
not expect to recover the entire amortized cost basis of the security. We cstimate the amount of the credit Joss component
of a debt security ns the difference between the amortized cost and the present value of the cxpected cash flows of the
security. The present value is determined using the best estimate of future cash flows discounied at the implicit intcrest
rate at the date of purchase. The risks inherent in asscssing the impairment of an investment include the risk that market
factors may differ from our expectations, facts and circumstonces factored into our assessment may change with the
passage of time, or we may decide to subsequently sell the investment. The determination of whether a decline in the
value of an investment is other than temporary requircs us to exercise significant diligence and judgment. The discovery of
new information end the passage of time can significantly change these judgments. The status of the general cconomic
environmeni and significant changes in the national securitics markets influence the determination of fair value and the
assessment of investment impairment. There is a continuing risk that declines in f2ir value may occur and additional
material realized losses from sales or other-than-temporary impairments may be recorded in future periods.

The recoverability of our non-agency residentia) and commescial mortgage-backed securities is supported by factors
such os seniority, underlying collateral characteristics and credit enhencements. These residential and comnmercial
mortgage-backed securities at December 31, 2015 primarily were composed of scnior tranches having high credit support,
with over 99% of the collateral consisting of prime loans. The weighted average credit rating of all commercial mortgage-
backed securitics wes AA+ at December 31, 2015

All issuers of securities we own that were trading at an unrealized loss at December 31, 2015 remain current on all
contractual payments After taking into account these and other factors previously described, we belicve these unrealized
losses primarily wete caused by an increase in market interest rates in the current markets than when the securities were
purchused. At December 31, 2015, we did not intend to sell the securities with an unrcalized loss position in accumulated
other comprehensive income, and it is not likely that we will be required to sell these securities before recovery of their
amortized cost basis. As o result, we believe that the securitics with an uarealized loss were not other-than-temposarily
impaired at December 31, 2015, There were no material other-than-temporary impairments in 2015, 2014, or 2013

Goodwill and Long-tived Assels

At December 31, 2015, goodwill and other long-lived assets represented 20% of total assets and 48% of ol
stockholders’ equity, compared (o 24% and 59%, respectively, 6t December 31, 2014,

We are required to test at Jeast annually for impairment at a lovel of reporting referred to as the reporting unit, snd
more frequently if adverse events or changes in circumstances indicate that the asset may be impaired. A reporting unit
either is our operating scgments or one level below the opernting segments, referred to as a compenent, which comprise
our reportable segments. A component is considered a reporting unit if the component constitutes a business for which
discrete finencial information is available that is regularly reviewed by management. We are required to aggregate the
companents of an operating segment info one reperting unit if they have similar economic characteristics. Goodwili is
assigned to the reporting unit that is expected to benefit from e specific acquisition. The carrying amount of goodwill for
our reportable segments has been retrospectively adjusted to conform to the 2015 segment change discussed in Note 2 to
the consolidated financial statements included in [tem 8. - Financial Statements and Supplementary Data.
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We ust a two-slep process to review goodwill for impeirment. The first step is a screen for potential impainment, end
the sccond step measurcs the amount of impairment, if any. Our strotcgy, long-range business plan, and annual planning
process support our goodwill impairment tests. These tests are performed, at a minimum, ennually in the fourth quarter,
ond are based on an evaluation of future discounted cash flows. We rely on this discounted cash low analysis to determine
fair value However outcomes from the discounted cash flow analysis are compared to other market approach valuation
methodologies for reasonableness. We use discount tates that comespond 1o 8 market-based weighted-average cost of
capital and terminal growth rates that comespond to long-term growth prospects, consistent with the long-tenm inflation
rote, Key assumptions in our cash flow projections, including changes in membership, premium yields, medical and
operating cost trends, and certain government contract exicnsions, are consistent with these utilized in our long-range
businesa plan end annual planning process. If these assumptions differ from actual, including the impact of the Health
Care Reform Law, the estimatcs underiying our pocdwill impairment tests could be adversely affected. Goodwill
impairment 1ests completed in each of the last three years did not result in an impairment loss. The fair value of our
reporting units with sipnificant goodwill exceeded camrying amounts by a substantiel margin. A 100 basis point increase in
the discount rate would not have a significant impact on the amount of margin for any of our rcporting unils with
significant goodwill, with the exception of our provider services reporting unit in our Healtheare Services scgment. The
provider services reporting unit would decline to approximately 10% margin afler factoring in a 100 basis point increase
in the discount rate.

Long-lived asscts consist of property and cquipment and other finite-lived intangible assets, These assets are
depreciated or amortized over their estimated useful life, and are subject to impaimment reviews, We periodically review
long-lived assets whenever adverse events or changes in circumstances indicate the carrying value of the asset may not be
recoverable. In assessing recovernbility, we must make assumplions regarding estimated future cash fows and other
factors to determine if an impairment loss may exist, and, if so, estimate fair value, We also must estimate and meke
nsgumptions regarding the useful life we assign to our long-lived essets, If these estimutes or their related assumptions
change in the future, we may be required to record impairment losses or change the useful life, including accelerating
depreciation or amortization for these assets. There were no matcrial impairment losses in the last three years

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Qur eamings and financial position are exposed to financial market risk, including those resulting from changes in
interest rates

The level of our pretax eamings is subject to market risk due to changes in inlerest rates and the resulting impact on
investment income and interest expense, Prior to 2009, under interest rate swap agreements, we exchanged the fixed
interest rate under all of our senior notes for o variable interest rate based on LIBOR using intcrest rate swap agreements.
We terminated 2l of cur interest rate swap agreements in 2008, We may re-enter into interest rate swap agreements in the
future depending on matket conditions and other factors. Amounts bormowed under the revelving credit portion of our $1.0
billion unsecured revolving credit agrecment bear intcrest at either LIBOR plus a spread or the base rate plus a spread.
There werc no borrowings outstanding under our credit agreement at December 31, 2015 or December 31, 2014,

Interest rate risk olso represents a market risk factor affecting our consolidated financia! position duc to our
significant investment portfolio, consisting primarily of fixcd maturity secucities of investment-grade quality with o
weighted average S&P credit rating of AA at December 31, 2015, Our net unrealized position decreased $383 million
from & net unrcalized gain position of $475 million ot December 31, 2014 to a net unrealized gain position of $92 million
at December 31, 2015. At December 31, 2015, we had pross unrealized losses of $126 million on our investment portfolio
primarily due to an increase in market interest rates since the time the securities were purchased. There were no material
other-than-temporary impairments during 2015. While we believe that these impairmenis are temporary and we currenily
do not have the intent to sell such securities, given the current market conditions and the significant judgments involved,
there is a continuing risk that future declines in fair value may occur and materind realized osscs from sales or other-than-
temporary impairments may be recorded in future periods,

Duration is the time-weighted avernge of the present value of the bond pertfolio®s cash flow. Duration is indicative of
the relationship between changes in fair value and changes in intcrest rates, providing  general indication of the
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sensitivity of the fair values of our fixed maturity securities 1o changes in interest rates. However, actual fair values may
differ significantly from estimates bascd on duration. The average duration of our investment porifolio, including cash and
cash equivalents, was opproximately 4.1 years as of December 31, 2015 and 4.1 years 2s of December 31, 2014 Based on
the duration including cash equivalents, a 1% increase in interest rates would generally decrease the fair value of our
securities by approximately $459 million.

We have also evalusted the impact on our investment income and interest expense resulting from a hypothetical
change in intercst rates of 100, 200, and 300 basis points over the next twelve-month period, as reflected in the following
table. The evaluation was based on our investment portfolio and our cutstending indebiedness at December 31, 2015 and
2014. Qur investment porifolio consists of cash, cash equivalents, and investment securities, The modeling technique used
to calculate the pro forma net change in pretax earnings considered the cash Nows releted to fixed income investments and
debt, which are subject to interest rate changes during a prospective twelve-month period. This evaluation measures
parallel shifts in interest rates and may not account for certain unpredictable events that may affect interest income,
including unexpected changes of cash flows into and out of the portfolio, changes in the asset allocation, including shifls
between taxable and tax-exempt securitics, and spread changes specific to various investment catcgoties In the past ten
years, changes in 3 month LIBOR rates during the year have exceeded 300 basis pointy once, have not changed between
200 and 300 basis points, have changed between 100 and 200 basis points two times, and have changed by less than 100
basis points seven times,

Increase (decrease) in Incrense {decresic) in
preina earnings given sn pretas earnings given an
Interest rate decrease of Interest rate increase of
X basts pulals X baals pointa
00) (200) (100} 100 200 300
{in milllons)
As of December 31, 2018
Investment income (a) $ (33) 3 27 $ @0 3 41 § 82 § 124
Interest expense (b) 3 3 3 (3) (6) )
Pretax $ (30} % 24y § {18) § g $ 7% 3 115
As of December 31, 2014
Investment income (o) s {20) § (15) $ ® s 42 % 85 § 128
Interest cxpense (b) — —_— — - - -
Pretax s (20) § (15) § (C) ] 42 3 85 § 128

{a) As of December 31, 2015 and 2014, some of our investments had interest rates below 3% so the assumed
hypothetical change in pretax eamings does not reflect the full 3% point reduction.

{b) The interest rate under our senior noies is fixed, There were no borrowings outstanding under the credit agresment
at December 31, 2015 or December 31, 2014, There was $299 million outstanding under our commercial paper
program at December 31, 2015. As of December 31, 2015, our interest rate under our commercial paper program
was less than 1% so the assumed hypothetical change in pretax camings does not reflect the full 1% point
reduction, There were no bortowings outstanding under our commercial paper program at December 31, 2014,
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
Humana Inc,
CONSOLIDATED BALANCE SHEETS

December 31,
2015 2004
{in millions, cxcept
share amounts)
ASSETS
Current assets:
Cash and cash equivalents $ 2571 % 1,935
Investment securities 7,267 7,598
Receivables, less atlowance for doubltful accounts
of $101 in 2015 und $98 in 2014 1,161 1,053
Other current assets 412 4,007
Asscts held-for-sale — 943
Total current assets 15,711 15,536
Property and equipment, net 1,384 1,228
Long-term investment securities 1,843 1,949
Goodwill 3,265 3,231
Other long-term assets 2,502 1,583
Total assets $ 24705 % 23,527
LIABILITIES AND STOCKHOLDERS' EQUITY
Current linbilities:
Benefits payable $ 4976 3% 4,475
Trade accounts payable and accrued expenses 2212 2,095
Book overdralt . 3n 334
Uncarned revenues 364 361
Short-term borrowings 299 —
Liabilities held-for-sale — 206
Taotal current liabilities 8,152 7471
Long-term debt 3,821 3,825
Future policy benefits payable 2,151 2,349
QOther long-term liabilitics 235 236
Total liabilities 14,359 13,881
Commitments and contingencics (Note 16)
Stockholders’ cquity:
Preferred stock, $1 par; 10,000,000 shares suthorized; none issued —_ -
Common stock, $0.16 2/3 par; 300,000,000 shares authorized,
198,372,059 shares issued at December 31, 2015 and 197,951,551
shares issucd at December 31, 2014 33 1
Capital in excess of par value 2,530 2,330
Retained earnings 11,017 9916
Accumulated other comprehensive income 58 223
Treasury stock, at cost, 50,084,043 shares at December 31, 2015
and 48,347,541 shares at December 31, 2014 (3,292) (2,856)
Total stockholders’ equity 10,346 9,646
Total liabilities and stockholders® equity $ 24705 % 23,527

The accompanying noles are an integral part of the consolidated financial statements.
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CONSOLIDATED STATEMENTS OF INCOME
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For the year ended December 31,

2013

2014

013

(in millions, excepl per share results)

Revenues:
Premiums $ 52409 § 45959 3§ 38,829
Services 1,406 2,164 2,109
fnvestment income 474 377 375
Total revenues 54,289 48,500 41,313
Operating expenses:
Bencfits 44,269 38,166 32,564
Operating costs 7,318 7,639 6,355
Depreciation and amortization 355 333 k]
Taotal operating expenses 51,942 46,138 39,252
Income from operations 2,347 2,362 2,061
Gain on sale of business 210 —_— —_
Inferest expense 186 192 140
Income before income taxcs 2,43t 2,170 1,921
Provision for income taxcs 1,155 1,023 690
Met income $ 1276 § 1,147 § 1,231
Basic eemings per common sharc 3 854 § 744 3 7.81
Diluted eamings per common share $ 844 § 736 % 7.73
Dividends declarcd per common share $ 115 % 111 5 1.07

The accompanying notes are an intcgral part of the consolidated financial statements
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Humaba Inc,
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

For the year ended December 31,
1018 1014 2013
{in milfions)
Net income $ 1,276 § 1,147 1,231
Other comprehensive (loss) income:
Change in gross unrealized investment gaina/losses {114} 122 {338)
Effect of income taxes 42 (44) 124
Total change in unrealized investment
gainy/losses, net of tax (72) 78 (214)
Reclassification adjustment for net realized
gains included in investment income {146) (20) (22)
Effect of income taxes 53 7 8
Total reclassification adjustment, net of tax (93) (13) (i4)
Other comprehensive (loss) income, net of tax (165) 65 (228)
Comprehensive income s L1118 1,212 § 1,603

The accompanying notes are an Integral part of the consolidated Gnancial statements,
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Humaas Inc.
CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY

Comsa ey Capltal In e Toml
Issued Excess of Retnined Comprehensive Treasury  Stockhollers
Shares Amount Par Value Earnings Income {Loss) Stock Equity
{duftsrs in millions, thare amounty in thausuads)

Balances, January 1, 2013 194471 % 23 2101 § 1881 § W 5 (1553 S 8,847
Net incoms Ll 1,231
Other comprehensive income (228) {228)
Coounion stock repurchases (531) {531)
Dividends and dividend
equivalents - (170) (170)
Stock-based compensstion 92 92
Restricted stock unit veating 63 - -
Statk option exerciacs 1242 | 56 57
Siock option and resiricied
tock tax benefit L) B
Balences, December 31, 2013 196,276 n 2,267 1,942 158 (2,084) 9,16
Net income 1,147 1,147
Other comprehensive losa 65 65
Common stock repurchases (100) (172} (872)
Dividends and dividend
cquivalents — {173) ()
Stock-based compensation 98 o8
Restricted stock unit vesting 966 = -_
Stock option exercises To - 52 52
Stock option and restricted
stoek tax benefit 13 13
Balances, December 31, 2014 197,952 33 2330 2916 3 (2,956) 9,646
Net income 1,276 1,275
Other comprehensive income {163} (165)
Commen stock repurcheses 100 (485) {34%5)
Dividends wnd dividend
equivalents - (179 (171s)
Stock-based compensation 109 109
Restricted stock unil veating 159 — 149) 49
Stock opiian exercises 261 — pa s}
Stock oplion and resiricted
slock tax benefit 17 17
Ralances, Decemnber 31, 2015 193312 § n s 2530 3§ 1,017 § 58 5 (3292) § 10,346

‘The accompanying notes are an integral part of the consolidated financial statements,
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For the year ended December 31,

2005 4 2013
(in millions)
Cash flows from opersting sctivities
Net income - 1276 § 1,147 § 1,231
Adjustments (o reconcile net income to net cash
provided by opesating activities:
Gnin on sale of busincss (270) - -
Depreciation 354 328 309
Amortization 2 121 117
Stock-based compensation 109 a8 n
Net realized capital gains (146) (20) (22)
{Benefit) provision for deferred income taxes ) (64) 42
Provision for doubtful sccounts 61 32 37
Changes in operating assets end lisbilities, net of
effect of busincsses acquired and dispasitions:
Receivables (180) (264) @s5n
Other axsets (872) 952) (330)
Benelits payable 501 582 109
Other liabitities (129) 413 k1K)
Unearned revenues k] 155 (24)
Other 70 42 93
Net cash provided by operating activitics 868 1,618 1,716
Cash flows from investing activities
Acquisitions, net of cash acquired (38) {18) (187)
Procecds from sale of business 1,061 72 34
Purchases of property and equipment (523) {528) (441)
Proceeds from sales of property and equipment 1 4
Purchases of investment securities {6,739) (2,881} {3,263
Maturities of investment securities 1,065 BRS 1,017
Proceeds from sales of investment securiticy 5,493 2,409 5,592
Net cash provided by (vsed in) investing activilies 320 (63} {1.182)
Cash flows from financing activities
Receipts {withdrawals) from contract deposits, net {296) {919) (150}
Proceeds from issuance of senior notes, net — 1,733 -
Praceeds from issuance of commercial paper, net 208 =5
Repayment of long-term debt - (500 -
Common stock repurchases {38%5) (872) (531)
Dividends paid (172) (172) (168)
Excess lax benefit from stock-based compensation 15 12 ]
Change in book overdraft [kK))] (69) 79
Proceeds from stock option exercises and other, net 21 29 60
Net cash used in financing activities (552) (758) (702)
ncresse (decrease) in cash and cash equivalents 636 797 (168)
Cash and cash equivalenty st beginning of year 1,938 1,138 1,306
Cash and cash equivalenis at end of year s 251 % 1,935 S 1,138
Supplemental cash flow disclosures:
Interest payments 1 187 5§ 141 § 146
income 1ax payments, net S L1719 8 £030 § 74
Details of businesses acquired In purchase transactions:
Fair value of assels acquired, net of cash acquired 13 38 S 18 s 196
1.ese: Fair value of linbitities assumed - {9
Cash paid for acquired businesses, net of cash acquired s B 5 18 3 187

The accompanying hotes are an integral part of the consolidatcd financial statements,



10-K Page 90 of 157

00080



00091

10-K Page 91 of 157

Humans Ine.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. REPORTING ENTITY
Nature of Operations

Humane Ing., headquertered in Louisville, Kentucky, is & leading health and well-being company focused on making
it casy for people to achieve their best health with clinical excelience through coordinated care. Our strategy infcgrates
carc delivery, the member experience, and clinical and consumer insights to encourage engagement, behavior chanpe,
proactive clinical outreach and wellness for the millions of people we setve across the country. References throughout
these notes to consolidated financiol statements to “we,” “us,” “our,” “Company,” and “Humana,” mean Humana Inc. and
its subsidiaries, We derived approximately 73% of our total premiums and services rcvenue from contracts with the
federal government in 2015, including 14% related to our federal government contracts with the Centers for Medicare and
Medicaid Services, or CMS, to provide health insurance coverage for individua! Medicare Advantage members in Florida
CMS is the federal government's agency responsible for administering the Medicare program

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Basls of Presentation

Our financial statements and accompanying notes are prepared in accordance with accounting principles generally
accepted in the United States of America. Qur consolidated financial statements include the accounts of Humana Inc. and
subsidiaries that the Company controls, including variable interest entities associated with medical practices for which we
are the primary beneficiary. We do not own many of our medica) practices but instead enter into exclusive management
agreements with the affiliated Professional Associations, or P.A 3, that operaic these medical practices. Based upon the
provisions of these agreements, these affiliated P.A.5 are variable interest entities and we arc the primary beneficiary, and
accordingly we censolidated the affiliated PA s All significent intercompany balances and transactions have been
climinated,

The preparation of financial statements in accordance with accounting principles generally accepted in the United
States of America requires us to take estimates and assumptions that affect the amounts reported in the consolidated
financial statements and accompanying notcs The areas involving the most significant use of estimates are the estimation
of benefits payable, future pelicy benefils payable, the impact of risk adjustment provisions related to our Medicare
contracts, the valuation and related impairment recognition of investment securities, and the valuation and related
impairment recognition of long-lived asscts, including poodwill, These estimates arc based on knowledge of cuwrrent
events and anticipated future events, and accordingly, actunl results may ultimately differ materially from those estimates.

Centain amounts have been reclassifted to conferm 1o the current year presentation, including busincss segment
reclassifications discussed below and the reclassification of Concentra Inc. assets and liabilitics os held-for-sale in our
December 31, 2014 balance sheet for comparative purposes, Refer to Note 3 for a discussion of the sale of Concentra in
June 2015,

Aetna Merger

On July 2, 2015, we entered into an Agreement and Plan of Merger, which we refer to in this report as the Merger
Agreement, with Actna Inc. and certain wholly owned subsidiaries of Aetna Inc,, which we refer to collectively as Aetna,
which sets forth the terms and conditions under which we will merge with, and become a wholly owned subsidiary of
Actna, a transaction we refer to in this report as the Merger Under the terms of the Merger Agreement, at the closing of
the Merger, each outstanding share of our common stock will be converied into the right to receive (i) 0.8375 of a share of
Aectna common stock and (i1) $125 in cash. The total transaction was estimated at approximately $37 billion including the
assumption of Humana debt, based on the closing price of Aetna common shares on July 2, 2015 The Merger Agreement
includes cusiomary restrictions on the conduct of our business prior 10 the completion of the Merger, generally requiring
us to conduct our business in the ordinary course and subjecting us 10 a variety of customary specified limitations absent
Actna's prior written consent, including, for example, limitatrons on dividends (we agreed that our
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quarterly dividend will not exceed $0 29 per share) and repurchases of our sccurities (we agreed to suspend our share
repurchase program), restrictions on our ability to enter into material contracts, and negotiated thregholds for capital
expenditures, capital contributions, acquisitions and divestitures of businesses.

On October 19, 2015, our stockholders approved the adoplion of the Merger Agreement at a special stockholder
meeting. Also on October 19, 2015, the holders of Aetna outstanding shares approved the issuance of Actna common
stock in the Merger at a special meeting of Actna sharcholders,

The Mergee is subject to customary closing conditions, including, among other things, (i) the expiration or
termination of the applicable waiting period under the Han-Scoll-Redino Antitrust Improvements Act of 1976, es
amended, and the receipt of necessary spprovals under state insurance and healthcare laws and regulations and pursuant to
cerain licenses of certain of Humana's subsidiaries, (ii) the absence of legal restraints end prohibitions on the
consummalion of the Merger, (iii} listing of the Actna commen stock Lo be issued in the Merger on the New York Stock
Exchange, (iv) subject to the relevant standards set forth in the Merger Agreement, the accuracy of the representations and
wamantics made by each party, {v) material compliance by each party with its covenants in the Merger Agrecment, and
{vi) no “Company Materinl Adverse Effect” with respect to us and no “Parent Material Adverse Effect™ with respect to
Acina, in each casc since the exectition of and as defined in the Merger Agreement In addition, Aetna’s obligation to
consummate the Merger is subject to (a) the condition that the required regulatoty approvals do net impose any condition
that, individually or in the apgregate, would reasonably be expected lo have a “Regulatory Matctial Adverse Effect” (as
such term is defined in the Merger Agreement), and (b) CMS has not imposed any sanctions with respect to our Medicare
Advaniage, or MA, business that, individually or in the aggregate, is or would reasonably be expected to be material and
advesse to us and our subsidizries, taken as a whole. The Merger is currently expected to close in the second half of 2016.

Business Segment Reclassifications

On fanuary 1, 2015, we realigned certain of our businesses among our repottable segments to correspond with
internal management reporting changes and renamed our Employer Group segment to the Group segment. Qur three
reportable scgments remain Relail, Group, snd Healthcare Services. The more significant realignments included
reclassifying Medicare benefits offered to groups to the Retail segment from the Group segment, bringing all of our
Medicare piferings, which are now managed collectively, together in one segment, recognizing that in some instances we
market directly to individunls that are part of a group Medicare account. In addition, we realigned our military services
business, primarily consisting of our TRICARE South Region contract previously included in the Other Businesses
category, to our Group segment s we consider this contract with the government to be a group account. Prior period
segment finoncial information has been recast to conform to the 2015 presentation. See Note 17 for segment financial
infermation and Note 9 for goodwill infurmation by scpment.

Health Care Reform

The Patient Protection and Affordable Care Act and The Health Care and Education Reconciliation Act of 2010
{which we collectively refer to as the Health Carc Reform Law) enacted significant reforms to various aspects of the U.S.
health insurance industry. Certain of these reforms became effective January 1, 2014, including an annual insurance
industry premium-based fee and the establishment of federnlly-facilitated or state-based exchanges coupled with three
premiurn stabilization programs, as described more fully below

The Health Care Reform Law imposes an annual premiom-based fee on health insurers for cach calendar year
beginning on or after January |, 2014 which is not deductible for tax purposes. We are required to cstimate a iability for
the health insurer fee and record it in full once qualifying insurance coverage is provided in the applicable calendar year in
which the fee is payable with a corresponding deferred cost that is amortized ratably to cxpense over the same calendar
year. We record the liability for the health insurer fee in trade accounts payable end accrued expenses and record the
deferred cost in other current assets in our consolidated financial siaternents. We pay the health insurer fec in September
of each ycar. The Consolidated Appropriations Act, 2016, enacled on December 18, 2015, included a one-time one year
suspension in 2017 of the health insurcr fee. See Note 7 for detail regarding amounts paid for the annuat health insurer fee,
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The Health Core Reform Law elso esigblishcs risk spreading premium stabilization progeams effective January I,
2014 The risk spreading programs arc applicable to cerfain of our commercial medical insurance products. In the
aggregate, our commerciel medical insurance praducts represented approximately 18% of our total premiums and services
revenue for the year ended December 31, 2015, & subset of which is subject to these programs, These programs,
commonly referred Lo as the 3Rs, include a permanent risk adjustment program, & transitional reingurance program, snd 4
temporary risk corridors program designed to more evenly spread the financial risk bomme by issuers and to mitigate the
risk that issuers would have mispriced producis. The transitional reinsurance and temporary risk cotridors programs arc
for years 2014 through 2016, with potentinl for additional reinsurance recoverics through 2018 to the extent funds are
svailable. Policies issued prior to March 23, 2010 are considered grandfathered policics and are exempt from the 3Ra.
Certnin states have allowed non-grandfuthered policics issued prior to January 1, 2014 to exiend the dete of required
iransition to policies compliant with the Health Core Reform Law to as [ate as 2017 Accordingly, such policics are
exempt from the 3Rs untit they transition 1o policies compliant with the Heslth Care Reform Law

The permanent risk adjustment program adjusts the premiums that commercial individual and small group health
insurance issuers receive based on the demographic factors end health status of each member as detived from current year
medical diagnosis as reported throughout the year. This program transfers funds from lower risk plans to higher risk plans
within similar plans in the same state, The risk adjustment program is applicable to commercial individual and small group
health plans (except certain exempt and grandfathered plans as discussed above) operating both inside and outside of the
health insurance exchanges cstablished under the Health Care Reform Law. Under the risk adjusiment program, a risk
score i3 assigned to each covered member 1o determine an average risk scorc at the individual and small group level by
legal enmtity in a particular market in o state, Additionally, un average risk score is determined for the entire subject
population for cach market in cach siate Settlcments are determined on a net basis by legal cntity and state. Each health
insurpnce issuer’s average risk score is compared to the state’s average risk score. Plans with an average risk score below
the state average will pay into a pool and health insurance issucrs with an average risk score that is greater than the state
nverage risk score will receive moncy from that pool. We gencrally rely on providers, including certain network providers
who are our employees, to appropriately document alk medical data, including the diagnosis codes submitted with claims,
as the basis for our risk scores undcr the program. Our estimate of amounts receivable and/or payable under the risk
adjustment program is based on our estimate of both our own and the siate average risk scores. Assumptions used in these
catimates include but are not limited to published third party studies and other publicly available data including regulatory
plan filings, geogrophic considerations including our historical experience in markels we have participated in over a long
period of time, member demographics (including age and gender for our members and other health insurance issuers), our
pricing model, sales data for each metal tier (different meta ticrs yield different risk scores), and the mix of previously
underwrittcn membership as compared to new members in plans compliant with the Health Care Reform Law, We refine
our ¢stimates s new informatien becomes available, including edditional data relcased by the Department of Health and
Human Services, or HHS, regarding eatimales of stale averape risk scores, Risk adjustment is subject to audit by HHS
beginning with the 2015 coverage year, however, there will be ne payments associated with these audits for 2013, the pilot
year for the audits

The temporary risk corridor progrom applies to individoal and small group Quatified Health Plans (oc substantially
equivalent plans), or QHPs, as defined by HHS, operating both inside and outside of the exchanges. Accordingly, plans
subject to risk adjustment that are not QHPs, including our small group health plans, were not subject 10 the risk commidor
ptogram in 2014 or 2015 The risk corridor provisions limit iasuer gains and losses by comparing allowable medical costs
to a tarpet amount, each defined/prescribed by HHS, and sharing the tisk for allowable costs wilh the federal govemnment
Allowable medica! costs are adjusted for risk adjustment settlements, transitional reinsurance recoveries, und cost sharing
reductions received from HHS. Variances from the target cxcceding certain thresholds may result in HHS making
udditional payments to us or require us te refund HHS a portion of the premiums we received,

We estimate and recognize adjustments to premiums revenue for the risk edjustment and risk corridor provisions by
projecting our ultimete premium for the calendar year separately for individual and group plans by state and legal entity.
Estimated calendar year settlement amounts are recognized rutably during the year and are revised each period to reflect
current expericnce, including changes in risk scores derived from medical dingnoses submitted by providers. We record
receivables or payebles at the individual or group level within cach state and legal entity and classify the amounts as
current or long-term in our consolidated batance sheets bascd on the timing of expected settlement.
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The transitional reinsurance program requires us to make seinsurance contributions for calendar ycars 2014 through
2016 to a state or HHS established reinsurance entity based on a national contribution rale per covered member as
determined by HHS. While all commercial medical plans, including self-funded plans, are required to fund the reinsurance
cntity, only fully-insured non-grandfathered plens compliant with the Health Care Refonn Law in the individual
commercial market will be eligible for recoveries if individual claims exceed o specified threshold, Accordingly, we
account for transitional reinsurance contributions associated with all commercial medical health plans other than these
non-grandfothered individual plans s an assessment in operating costy in our consolidated swutements of income. We
account for contributions made by individual commercial plans compliant with the Health Care Reform Law, which are
subject to recoveries, as ceded premiums (a reduction of premiums) and similarly we account for eny recoveries as ceded
benefits (a reduction of benefits expense) in our consolidated statements of income.

We are required to remit payment for our per member reinsutance centribution, exclusive of the portion payable to
the U.S Treasury, by January 5 of the year following the coverage year, or January &5, 2016 for the 2015 coverage ycar.
The portion of the reinsurance contribution due 1o the 1.S. Treasury must be paid by November 15 of the year following
the coverage year, of November 15, 2016 for the 2015 coverage year. Risk adjustment calculations will be completed and
HHS will notify us of recoveries due or payments owed to/from us under the risk edjusiment and reinsurance programs by
June 30 of the year following the coverage year, Following this notification, risk comvidor calculations are then due by
July 31 of the year following the coverage year. Payments due to HHS under the risk adjustment and risk corridor
programs must be remitted within 30 days of notification for each program and will be collected prior to the distribution of
recoveries by HHS under each program. Payment end recovery amounts associated with teinsurance and risk adjustrent
will generally be settled with HHS annually in the year following the coverage year. Accordingly, for the 2015 coverage
year, we expect lo receive recoveries and/or pay amounts due under these programs in 2016, The risk corridor program is
a three year program. We are required to pay gross risk corridor payables in the second half of the ycar following the
coverage year Interim settlements of risk corridor receivables in the year following the coverage year ane limited to risk
coridor amounts collected by HHS and available for distribution in the year following the covernge year. HHS guidance
provides that risk corrider collections over the life of the three ycar program will first be applied to any shortfalls from
previous coversge years before spplication to current year obligations, Risk corridor payables to issuers are obligations of
the United Stales Government under the Health Care Reform law which requires the Secretary of HHS to make full
peyments to issuers. In the event of o shortfall at the end of the three year program, HHS has asserted it will explore other
sources of funding for risk corridor payments, subject to the availebility of appropriations.

See Note 7 for detail regarding amounts recorded to the consolidated balance sheets related to the 3Rs

In sddition 10 the provisions discussed above, beginning in 2014, HHS pays us a portion of the health core costs for
Jow-income individual members for which we assume no risk in accordance with the Health Carc Reform Law We
aceount for these subsidies as a deposit in cur consolidated balance sheets and as a financing activity in our consalidated
statements of cash flows, We do not recognize premiums revenue or benefits expense for these subsidics. Receipl and
payment aclivity is accumulated at the state and legal entity level and recorded in our consolidated batunce sheet in other
cument assets or trade accounts payable and accrued expenses depending on the siate and legal entity balance at the end of
the reporting period. We will be notified of final settlement amounts by June 30 of the year following the coverage year,
Receipts from HHS associated with cost sharing subsidies for which we do not assume risk were approximately $478
million, exceeding payments of $409 million by $6% million for the year ended December 31, 2015, For the year ended
December 31, 2014, receipts from HHS associated with cost sharing subsidies for which we do not assume risk were
approximaicly $28¢ million, exceeding payments of $255 million by $26 million. The program began in 2014, and as
such, there were no receipts or payments from HHS for cost sharing subsidies in 2013

Cash and Cash Eguivalents

Cash and cash equivalents include cash, time deposits, money market funds, commercial paper, other money market
instruments, and certain US Government securitics with an original maturity of three months or less. Carrying value
approximates fair value due to the short-tcrm maturity of the investments.
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Investment Securities

Investment sceuritics, which consist entirely of debt securities, have been categorized as available for sale and, as a
result, are stated at fair velue Investment securities available for current operations are classified as current asscta
Investment securitics available for our long-term insurance products and professional liability finding requirements, as
well as restricted sintutory deposits, are classified 23 long-term assets. For the purpose of determining gross realized gains
and losses, which are included as a component of investment income in the consolidated statements of income, the cost of
investment sccuritics sold is based upon specific identification. Unrealized holding gains and losses, net of appliceble
deferred taxes, are included as a component of stockholders® equity and comprehensive income until realized from a sale
or other-than-tetmporary impairment.

Under the other-than-lemporary impairment model for debt securities held, we recognize an impairment joss in
income in an amount equa! fo the full difference between the amortized cost busis and the feir value when we have the
intent 1o sell the debt security or it is more likely than not we will be required to sell the debt security before recovery of
our emortized cost basis However, if we do not intend to sell the debt security, we evaluate the expected cash flows to be
received as compared to amortized cost and determine if a credit Joss has occurred. In the event of a credit loss, only the
amount of the impainncnt associated with the credit loss is recognized currently in income with the remainder of the loss
recognized in other comprehensive income.

When we do not intend to sell u security in an unrealized loss position, potential other-than-temporary impairment is
considered using & variety of factors, including the length of time and extent 10 which the fair value has been less than
cost; adverse conditions specifically related to the industry, geographic area or financia! condition of the issuer or
underlying coilateral of a security; payment structure of the security; changes in credit rating of the security by the rating
agencies; the volatility of the fair value changes; and changes in fair value of the security after the balance sheet date. For
debt securities, we take into account expeciations of relevant matket and economic data For example, with respest to
morigage and asset-hacked sccurities, such data includes underlying loan level data and structural festures such as
seniority und other forms of credit enhancements. A decline in fair value is considered other-than-temporary when we do
not expect to recover the entire amortized cost basis of the sccurity. We estimate the amount of the credit 1oss component
of a debt security as the difference between the amortized cost and the present value of the cxpected cash flows of the
security The present value is determined using the best estimate of future cash flows discounted at the implicit interest
rate at the date of purchase.

Recelvables and Revenue Recognition

We generally cstablish one-year commercial membership contracls with employer groups, subject to cancellation by
the employer group on 30-day written notice. Our Medicare contracts with CMS renew annually. Our military services
coniracts with the federal government and our contracts with various state Medicaid programs genezally are multi-year
contracts subject to annual renewal provisions. Individunl polices are subject to the requiremcents of the Heaith Care
Reform Law as discussed previously

Preminums Revenue

We bill and collect premium from employer groups and members in our Medicare and other individual products
monthly We receive monthly premiums from the federal government and various states according to govemment
specificd payment rates and various contractual terms. Changes in revenues for our Medicare and individual commercial
medical products resulting from the periodic changes in risk-adjustment scores derived from medicel diagnoses for our
membership and changes in risk corridor estimatcs are recognized when the amounts become determinable and the
collectibility is reasonably assured.

Premiums revenue is estimated by multiplying the membership covercd under the various contracts by the contractual
rates, Premiums tevenue is recognized as income in the period members are entitled to receive services, and is net of
estimated uncollectible amounts, retroactive membership adjustments, and adjustments to recognize rebates under the
minimum benefit ratios required under the Heafth Cere Reform Law. We cstimate policyholder rebates by projecting
calendar year minimum benefit ratios for the individual, smafl group, and large group markets, as defined by the Health
Care Reform Law using o methodalogy prescribed by HHS, separately by state and legu) eatity. Beginning
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in 2014, Medicare Advantage products were also subject to minimum benefit ratio requircments under the Heelth Care
Reform Law Estimated calendar ycar rebates recognized ratably during the year are revised each period 10 reflect current
experience. Retroactive membership adjustments result from enrollment changes not yet pracessed, or not yet ceported by
an cmployer group or the government. We routinely monitor the collectibility of specific accounts, the aging of
receivables, historical retroactivity trends, estimated rebates, as well 23 prevailing and anticipated economic conditions,
and reflect any required adjustments in current operations. Premiums received prior to the service period are recorded as
uneamed revenues

Medicace Part D

We cover prescription drug benefits in accordance with Medicare Part I3 under multiple contracty with CMS. The
payments we seceive monthly from CMS and members, which aro determined from our znnual bid, represent amounts for
providing prescription deug insurance coverage. We recognize premiums revenue for providing this insurance coverage
ratably over the term of our annual contract, Our CMS payment ia subject to risk sharing through the Medicore Part D risk
coridor provisions. In addition, receipts for reinsurance and low-income cost subsidics as well as receipis for certain
discounts on brand natne prescription drugs in the coverage gap represent payments for prescription drug costs for which
we are not at risk.

The risk corridor provisions compare costs iargeted in our bids to actusl prescription drug costs, limited to actual
costs that would have been incurred under the standard coverage as defined by CMS. Veriances exceeding certain
threshotds may result in CMS making additional payments o us ar require us to refund to CMS a portion of the premiums
we received As risk cormridor provisions ere considered in our overall annuat bid process, we estimate and recognize on
adjustment to premiums revenuc related to these provisions based upon phammacy claims experience. We record a
receivable or payable at the coniract level end classify the amount as current or long-term in our consolidated balance
sheets based on the timing of cxpected settlement.

Reinsurance and low-income cost subsidics represent funding from CMS in connection with the Medicare Part D
program for which we assume ne risk. Reinsurance subsidics represent funding from CMS for its portion of prescription
drug costs which exceed the member's out-of-pocket threshold, or the catostrophic coverage level. Low-income cost
subsidies represent funding from CMS for all or & portion of the deductible, the coinsurance and co-payment amounts
above the out-of-pocket threshold for [ow-income beneficiaties. Monthly prospective payments from CMS for reinsurance
and low-income cost subsidies are based on assumptions submitted with our annual bid. A recanciliation and related
scitlement of CMS's prospective subsidics against actual prescription drug costs we paid is made after the end of the year
The Health Care Reform Law mandates consumer discounts of 50% on brand name prescription drugs for Part D plan
participants in the coverage gap These discounts are funded by CMS and phammaccutical menufacturers while we
administer the application of these funds. We account for these subsidies and discounts as a deposit in our consolidated
balance sheets and as a financing activity under receipts (withdrawals) from contract deposits in our consolidated
statements of cash flows, Far 2015, subsidy and discount payments of $8.2 billion exceeded reimbursements of $8.6
billien by $361 miliion. For 2014, subsidy and discount payments of $6.7 billion cxcceded reimbursements of $5.8 billion
by $945 million. For 2013, subsidy and discount payments of $4.8 billion exceeded reimbursements of $4.6 hiflion by
$154 million We do not recognize premiums revenue or benefit expenses for these subsidies or discounts. Receipt and
payment activity is accumulated at the coniract level and recorded in our consolidated balance sheets in other current
assets orf trade accounts payable and accrued expenscs depending on the contract balance at the end of the reporiing
period.

Settlement of the reinsurance and low-income cost subsidies as well as the risk corridor payment is based on a
reconciliation made approximately 9 months after the close of each calendar year Settlement with CMS for brand name
prescription drug discounts is based on a reconciliation made approximately 14 to 18 months after the close of each
cafendar year, We continue to revise our cstimates with respect 1o the risk corridor provisioas based on subsequent period
pharmacy claims data. See Note 6 for detail regarding amounts recorded to our consolidated balance sheets related to the
risk corridor setilement and subsidies from CMS.
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Services Revenue
Paticnt services revenuc

Patient services include injury and iliness care and related services os well as other healthcare services related to
employer needs or as required by law. Paticnt services revenues are recognized in the period services are provided to the
customer when the sales price is fixed or determinable, and are net of contractual aliowances.

Administrative services fees

Administrative services (ces cover the processing of claims, offering access to cur provider networks and clinical
programs, and responding fo customer service inquiries from members of seif-funded groups Revenues from providing
administration services, also known as administeative services only, or ASO, are recognized in the peried services are
performed nd are net of estimated uncollectible ameunts, ASQ fees are cstimated by multiplying the membership covered
vnder the various contracts by the contractual rates Under ASO contracts, sclf-funded employers retain the risk of
financing substantially all of the cost of health benefits. However, many ASO customers purchase stop loss insurance
coverage [tom us to cover catastrophic claims or to limit aggregate annual costs. Accordingly, we have recorded
premiums reveniwe and benefits cxpense related to these stop loss insurance contracts. We routinely monitor the
collectibility of specific accounts, the aging of receivables, as well as prevailing and unticipated economic conditions, and
reflect any required adjustments in current opcrations. ASO fees received prior to the service period are recorded as
uneamed revenues,

Under our current TRICARE South Region conttact with the Department of Defense, we provide administrative
services, including offering access to our provider networks and clinical programs, claim processing, customer service,
enrollment, and other services, while the fedcral government relains all of the risk of the cost of health benefits. We
account for revenves under the current contract net of estimated health care costs similar to an administrative services fec
only agreement. The current contract includes fixed administrative scrvices fees and incentive fees end penalties
Administrative services fees are recognized as scrvices are performed.

Our TRICARE members are served by both in-nctwork and out-of-network providers in accordance with the current
contract. We pay health care costs related (o these services 1o the providers and are subsequently reimbursed by the DoD
for such payments. We account for the payments of the federal government's claims and the related reimbursements under
deposit accounting in our consolidated balance sheets and as a financing octivity under receipts (withdrawals) from
contract deposits in our consolidaied statements of cash flows. For 2015, health care cost reimbursements and paymeata
were cach spproximately $3.3 billion, with payments exceeding reimbursements by $4 million for the year. For 2014,
health care cost reimbursements and payments were cach $3.2 billion. For 2013, health care cost reimbursements and
peyments were cach approximalcly $3.2 billion, with reimbursements exceeding payments by $5 million for the year.

Receivables

Receivables, including premium receivablcs, patient services revenue receivables, and ASO fee receivables, are
shown net of allowances for estimated uncollectible accounts, retroactive membership adjustments, and contraciual
allowances.

Pollcy Acquisitlon Costs

Policy acquisilion costs are those costs that rclate directly to the successful acquisition of new and renewal insurance
policies. Such costs include commissions, costs of policy issuance and underwriting, and other costs we incur to acquire
new business or renew existing business. We expense policy acquisition costs related to our employer-group prepaid
heafth services policics as incurred. These short-duration employzr-group prepaid health services policies typically have a
1-year term and may be cancelled upon 30 days notice by the employer group.

Life insurance, annuities, and certain healih and other supplemental policies sold to individuals are accounted for ns
long-duration insurance products because they are expected to remain in foree for an extended period beyond one year and
premium received in the earlier years is intended to pay anticipated benefits to be incurred in future years, As
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a result, we defer policy acquisition costs, primarily consisting of commissions, and amortize them over the cstimated life
of the policies in proportion to premiums camed. Deferred acquisition cests are reviewed to determine if they are
recoverable from future income. Sce Note 18

Beginning in 2014, health policies sold to individuals that conform to the Health Care Reform Law are accounted for
under a short-duration model and accordingly policy acquisition costs are expensed as incurred because premiums
received in the current year are intended to pay anticipated benefits in that year. In addition, as previously underwritten
members transition to plans compliant with the Health Care Reform Law, it results in policy lapses and the recognition of
previously deferred acquisition costs.

Long-Lived Assets

Property and cquipment is recorded ot cost. Gains and losses on sales or disposals of propery and equipment are
included in operating costs. Certain costs related to the development or purchese of intemal-use software are capitalized.
Depreciation i3 computed using the stmight-line method over estimated useful lives ranging from 3 to 10 years for
equipment, 3 to 7 years for computer software, and 20 to 40 years for buildings Improvements to leased facilities are
depreciated over the shorter of the remaining lease termn or the anticipated life of the improvement.

We periodically review long-lived assets, including property and equipment and othcr intangible nssets, for
impairment whenever adverse events or changes in circumstances indicate the carrying value of the asset may not be
recoverable. Losses are recognized for a long-lived asset 1o be held and used in our operations when the undiscounted
futurc cash flows expected 1o result from the use of the asset arc less than its carrying value. We recognize an impairment
loss based on the excess of the cartying value over the fair value of the ussct. A fong-lived esset held for sale is reported at
the Jower of the carrying amount or fair value less costs to sell. Depreciation expense is not recognized on assets held for
sale Losscs are recognized for a long-lived osset 1o be abandoncd when the asset ceases to be used, In addition, we
periodically review the estimated lives of all long-lived assets for reasonableness.

Goodwill and Other Intangible Assets

Goodwill represents the unamortized excess of cost over the fair value of the net tangible and other intangible assets
acquired, We are required to test at |east annually for impairment at a level of reporting referred to &s the reporting unit,
and more frequently if edverse events or changes in circumstances indicate that the asset may be impaired. A reporting
unit either is our operating segments or one level below the operating segments, referred to as a component, which
comprise our rcportable segments. A component is considered a reporting unit if the component constitutes s business for
which discrete finuncial information is available that is regularly reviewed by management. We aggregate the components
of an operating segment into onc reporting unit if they have similor economic characteristics. Goodwill is assigned to the
reporting unit that is expected 1o benefit from a specific acquisition.

We use a two-sicp process to review geodwill for impairment. The first step is a screen for potential impairment, and
the second step mcasures the amount of impairment, if any. Impairment tests are performed, at a8 minimum, in the fourth
quarter of each year supported by our long-range busincss plan and annual planning process We rely on an evaluation of
future discounted cash flows to delermine fair value of our reporting umits. Impairment tests completed for 2015, 2014,
and 2013 did not result in an impairment loss.

Other intangible assets primerily relate to acquired customer coniracis/relationships and are included with other long-
term asscts in the consolidated balance sheets. Other intangible asscts are amontized aver the useful life, based upon the
pattern of future cash flows atiributable to the assct. This sometimes results in an accelerated method of amortization for
customer contracts becouse the asset tends to dissipate et a more rapid rate in earlicr periods. Other than customer
contracts, other intangible assets generally are amortized using the straight-line mcthod. We review other finite-lived
intangible assets for impairment under our long-lived nsset policy

Beneflts Payable and Beneflts Expense Recognition

Benefits expense includes claim payments, capitation payments, pharmacy costs nct of rebates, allocations of ceriain
centralized expenses and various other costs incurred to provide health insurance coverage to members, as well as
estimates of future payments to hospilals and others for medical care and other supplementa) bencfits provided on
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or prior to the balance sheet date, Capitation payments represent monthly contractual fees disbursed 1o primary care and
other providers who are responsible for providing medical care to members. Pharmacy costs represent payments for
members’ prescription drug benefits, net of rebates from drug manufacturers. Receivables for such phormacy rebates are
included in other current assels in our consolidated balance sheets. Other supplemental benefits include dental, vision, and
other supplemental health and financial protection products,

We cstimate the costs of our benefits expense payments using actuarial methods and assumptions based upon claim
payment pattems, medical cost inflation, historical developments such as claim inventory levels and claim receipt patterns,
and other relevant factors, and record bencfit reserves for future payments, We continually review estimates of future
payments relating to claims costs for services incurred in the current and prior pericds and meke necessary adjustments to
OUr reserves.

We reassess the profitability of our contracts for providing insurance coverage to our members when current
operating results or forccasts indicate probable fulure losses. We establish a premium deficiency reserve in current
operations 10 the extent that the sum of expected future costs, claim adjustment expenses, and meintenance costs cxceeds
refated future premiums under contracts withoul consideration of investment income For purposcs of determining
premium deficiencies, contracts are grouped in a manner consistent with our method of scquiring, servicing, and
measuring the profitability of such contracts Losses recognized as & premium deficiency result in a beneficial effect in
subsequent periods as operating losses under thesc coniracts are charged to the liability previously established. Because
the mejority of our member contracts renew annually, we would not record a materiel premium deficiency reserve, except
when unanticipatcd adverse events or changes in circutnsiances indicate otherwise. In the fourth quarter of 2015, we
recoghized a premium deficiency reserve for our individual commercial medical business compliant with the Health Care
Reform Law associated with the 2016 coverage year as discussed in more detail in Notz 7.

We belicve our benefits payable are adequate to cover future claims payments required. However, such estimates are
based on knowledge of current cvents and anticipated future events. Therefore, the actual linbility could differ materially
from the amounis provided.

Future policy benefits pavable

Future policy benefits payable include liabilities for long-duration insurance policies including long-term care, life
insurance, annuitics, and cerlain health and other supplements| policics sold 1o individuals for which some of the premium
received in the carlier years is intended to pay anticipated benefits to be incurced in future years. At policy issuance, these
reserves are recopnized on a net level premium method based on interest rates, mortality, morbidity, and maintenance
expense assumptions. Interest rates nrc based on our expecied nel investment returns on the investment porifolio
supporting the reserves for these blocks of business. Mortality, a meusure of expecied death, and morbidity, & measure of
health status, assumptions ere based on published actuarial tables, modified based upon actual experience. Changes in
cstimates of these reserves are recognized as an adjustment 1o benefits expense in the period the changes occur. We
perform Joss recognition tests at least annwally in the fourth quarter, and more frequently if adverse events or changes in
circumstances indicate that the level of the liability, together with the present value of future gross premiums, may not be
adequate to provide for future expected policy benefits and maintenance costs. We adjust future policy benefits payable
for the additional liability that wonld have been recorded if investment securities backing the liability had been sold a1
their stated oggregate fair value and the proceeds reinvested at current yields. We include the impact of this adjustment, if
any, net of applicable deferred taxes, with the change in unrealized investment gain {loss) in accumulated other
comprehensive income in stockholders’ cquity, As discussed previously, beginning in 2014, health policies sold 1o
individuals that conform to the Health Care Relorm Law are accounted for under a short-duration model under which
policy reserves are not established because premiums received in the current year are intended to pay anticipated benefits
in that year. In addition, as previously underwritten members transition to plans compliant with the Health Care Reform
Law, it resulis in policy lapses and the celease of reserves for future policy benefits,

Book Overdraft

Under our cash munagement system, checks issued but not yet presented to banks that would result in negative bank
balances when presented are classified as a current liability in the consolidated balance sheets, Changes in book overdrafls
from period to period are reported in the consolidated statement of cash flows as s financing ctivity,
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Income Taxes

We recognize an assct or liability for the deferred tax consequences of temporary differences between the tax bases of
nssets or liabilities and their reported amounts in the conselidated financial statements. These temporary differences will
result in taxable or deductible amounts in future years when the reported amounts of the assets or liabilities are recovered
or settled. We also recognize the future tax bencfits such os net operating and eapital loss carryforwards es deferred tax
assets, A valuation allowance is provided against these deferred tax assets if it is more likely than not that some portion ot
all of the deferred tax assets will not be realized. Future years® tax expense may be increased or decreased by adjustments
to the valuation allowance or to the cstimated accneal for income taxes.

We record tax benefits when it is more likely than not that the tax retum position taken with respect to a particular
transaction will be sustained. A liability, if recorded, is not considered resolved until the statute of limitations for the
relevant toxing authority to examine and challenge the tax pesition has expired, or the tax position is ultimately scitled
through examination, negotiation, or litigation. We classily interest and penalties associated with uncertain tax positions in
our provision for income taxes.

Derivatlve Financial Instruments

On October 29, 2012, we acquired a noncontrolling equity interest in MCCI Holdings, LIC, or MCCI, a privately
held Medical Services Organization, or MSO, headquartered in Miami, Florids, thet primarily coordinates medical care for
Medicare Advantage beneficiaries in Florida, Texas and Georgin. Qur agreement with MCCI includes a put option that
wauld allow the controlling interest holder to put their interest to us beginning in 2018 as welt as a call option that would
allow us to purchase the controlling interest beginning in 2021. Accordingly, we recorded, at fair value, a linbility end an
Bsset associated with the put and call, respectively. Changes in the fair valuc of the liability and esset during the years
ended December 31, 2015, 2014, and 2013 were not material to our results of operations, financial condition, or cash
flows

Al times, we may use inlerest-rate swap agreements to manage our exposure to interest rate risk. The differential
between fixed and varinble rates to be paid or received is uccrued and recognized over the life of the agreements as
adjustments 1o interost expense in the consolidated statements of income. We were not party 1o any interest-rate swap
agreements in 2015, 2014, or 2013,

Related Party

As noted above, MCCI is a related party to Humana In December 2015, we purchased a noie receivable dicectly from
a third-party bank syndicate related to the financing of MCCI's business and extended the exercise date of the put option to
2018 and the call option to 2021 as previously discussed. The $284 million note receivable bears interest at 10% annually,
payable in quarterly installments, and matures in December 2020. We have alse entered into a revalving note agreement
providing a line of credit up 1o $55 million under which no amounts have been drawn. The note receivable is included
with other long-term assets in our consolidated balance sheet and with purchases of investment sccurities in our
consolidated statement of cash lows. The related interest income i3 included in investment income in our consolidated
statement of income. MCCI provides services to Humane Medicare Advantape members under capitation contracts with
our health plans. Under these capitation agreements with Humana, MCC1 nssumes the financial risk essociated with these
Medicare Advantage members. We also advanced MCCI $9 million, with repayment terms tied to the performance under
the capitation agreements, We recognized benefits expense of approximately §1.0 billion in 2015, $962 miltion in 2014
and $873 million in 20313 under these capitation agreements with MCCI

Stock-Based Compensation

We penerally recognize stock-based compensation expense, as determined on the date of grant at fair value, on a
straight-line basis aver the period during which an employee is required to provide service in exchange for the award (the
vesting period). In nddition, for awards with both time end performance-based conditions, we generally recognize
compensation expense on a straight line basis over the vesting period when it is probable that the performance condition
will be achieved. However, prior to July 2, 2015, for awards granted to retirement eligible cmployees, compensation
expense is recognized on o stroight-linc basis over the shorter of the requisite service period or the period from the date
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of grant to an employee's eligible retirement date. For awards granted on or after July 2, 2015 to retirement eligible
employees, we recognize expense on a Straight-line basis over the secvice period {the vesting period). We estimate
expected forfeitures and recognize compensation expense only for those awards which are expected to vest. We estimate
the grant-date fair value of stock options using the Black-Scholes option-pricing model. In addition, we report certain tox
effects of stock-based compensation as a finoncing activity rather than an aperating activity in the consolidated statement
of cash flows. Additionat delail regarding our stock-based compensation plans is included in Note 13,

Earnings Per Comnton Share

We compute basic camings pet common shate on the basis of the weighted-average number of unrestricied comtion
shares outstanding. Diluted carnings per common share is computed on the basis of the weighted-averuge number of
unrestricted common shares outstanding plus the dilutive cffect of outstanding employee stock options and restricted
shares, o units, using the treasury stock method.

Fair Value

Aszsels and liabitities measured at fair value ere categorized into a fair velue hicrarchy based on whether the inputs to
valuation techniques are observable or unobservable. Observable inputs reflect market data obtained from independent
sources, while unobservable inputs reflect our own assumplions about the assumptions market participants weuld use. The
fair value hierarchy includes three levels of inputs that may be used to mensure fair value as described below.

Level 1 = Quoted prices in active markets for identicel assets or liabilities. Level 1 assets and liabilities include
debt securities that are traded in an active exchange market.

Level 2 - Observable inputs other than Level 1 prices such as quoted prices in active markels for similer assets or
liabilities, quoted prices for identical or similar assets or liabilities in markets that are not active, or other inputs
that are observable or can be corroborated by ohservable merket data for substantially the full term of the assets
or liabilities. Level 2 essets and liabilities inctude debt securities with quoled prices that are traded less frequently
than exchange-traded instruments as well es debt securitics whose value is determined using a pricing model with
inputs that are observable in the market or can be derived principally from or corroborated by observable market
data

Level 3 — Unobservable inputs that are supported by little or no market activity and are significant fo the fair
value of the sssets or Labilitics. Level 3 includes assets and liabilitics whose value is determined using pricing
models, discounted cash flew methodologies, ot similar techniques reflecting our own assumptions about the
assumptions market participants would use as well as those requiring significant management judgment.

Fair value of actively traded debt securities are based on quoted market prices Fair value of other debt securities are
based on quoted market prices of identical or similar securities or based on observable inputs like interest rates generatly
using a market valuation approach, or, Jess frequently, an income vatuation approach and are generally classified as Lovel
2. We obtain at least one price for each security [rom a third party pricing service. These prices are generally derived from
recently reported trades for identical or similar sccurities, including adjustments through the reporting date based upon
observable market infonmation. When quoted prices are not available, the third party pricing service may use quoted
market prices of comparable securities or discounted cash flow analyses, incorporating inputs that are currently observable
inn the marckets for similar securities. Inputs that are often used in the valuation methodologies include benchmark yields,
reported frades, credit spreads, broker quotes, default ratey, and prepayment speeds. We ere responsible for the
determination of fair value and as such we perform analysis on the prices received from the third party pricing service to
determine whether the prices are teasonable estimates of fair value. Our analysis includes 8 review of monthly price
fluctuations ns well as a quarterly comparison of the prices received from the pricing service to prices reported by our
third party investment advisor In addition, on a quaricriy basis we cxamine the underlying inputs and assumptions for a
sample of individual securities across nsset classes, credit rating levels, and various durations.

Fair valuc of privately held debt securities, as well as auction rate securities, are estimated using a variety of valuation
methadologics, including both market and income approaches, where an observable quoted market does not
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exist and are generally classified as Level 3. For privately-heid debt securities, such methodologies include reviewing the
value ascribed 1o the most recent financing, comparing the security with securities of publicly-traded companies in similer
lines of business, und reviewing the undertying financial performance including estimating discounted cash flows, Auction
rite securitics are debt instruments with inlerest rates that reset through periodic short-tenn auctions. From time to time,
liquidity issues in the credit markets hgve led to failed auctions. Given the liquidity issues, fair value could not be
estimated based on observable market prices, and s such, unobservable inputs were used. For auction rate sccurities,
valuation methodologies include consideration of the quality of the sector and issuer, underlying collateral, underlying
{inal matunty dates, and liquidity

Recently Issued Accounting Pronouncements

In January 2016, the Financial Accounting Standards Board, or FASB, issued new guidance related 1o classification
and measurement of financial instruments which requires equity securities that are not accounted for using the equity
method or that do not result in consolidation, to be accounted for at fair value with changes in fair value recognized
through net income. The new guidance is effective for us beginning with annual and interim periods in 2018 with early
adoption permitted under certain circumstances. We are currently evalualing the impact, if any, on our resulis of
operations, financin! position, and cash flows.

In November 20135, the FASB issued new guidance refated to eccounting for income taxes which changes the bulance
sheet clussification of defered taxes, requiring deferred tax liabilities and assets be classified as aoncurrent in 4 classified
statement of financial position. The new guidance is effective for us beginning with annual and interim periods in 2017,
with carly adoption permitted. We elected 1o eariy adopt the guidance and have classified all deferrcd tax tiabilities and
ssets as noncurment in our consclidated balance sheet at December 31, 2015 to simplify their presentation Prior periods
were not retrospectively adjusted, The adoption of the new guidance did not have any impact on our results of operations
or cash flows,

In May 2015, the FASB issued new guidance requiring insurance entitics to provide additional disclosures about
clnim liabitities including puid claims development information by accident year and claim frequency data and rclated
methodologies. The guidance is effective for us beginning with the 2016 annual reporting period and interim periods
beginning in 2017. We are currcnily cvaluating the impact the new guidance will have on our disclosures.

In Aprit 2015, the FASB issued ncw guidance to help entities determine whether a cloud computing arrangement
contains a software license that should be accounted for as internal-use software or &3 a service contract The guidance is
cffective for us beginning with interim and annual reporting periods in 2016, with easly adoption pereitted, Upon
adoption, an entity has the option to apply the provisions either prospectively 1o all amangements entered into or materially
modified, o retrospectively. We are currently evaluating the impact, if any, on our results of aperations, financial position,
and cash flows.

In March 2015, the FASB issued new guidance which changes the presentation of debt issuance costs from an assct 1o
a direct reduction of the related debt liability. The new guidance is effective for us beginning with annual and interim
petiods in 2016 with carly adoption permitted. The adoption of the new guidance will not have a material impact on our
results of operations, financial condition, or cash flows.

In February 2015, the FASB issued an amendment to current consolidation guidance that modifies the evaluation of
whether limited partnerships and similer legal entities arc variable interest entities or voting interest entities, eliminating
the presumption that a general partner should consolidate a limited partnership, and affects the consolidation analysis of
reporting entities that arc invelved with variable interest catities, The new guidance s effective for us beginning with
interim and annunl reporting periods in 2016, with carly adoption permitted. All legal entities are subject to recvaluation
under the revised consolidation model. We arc cumrently evaluating the impact, if eny, on our results of operations,
finuncial position, and cash flows,

In Mny 2014, the FASB issued new guidance that amends the accounting for revenuc recognition, The smendments
are intended to provide a more robust framework for addressing revenue issues, improve compatability of revenue
recognition practices, and improve disclosure requirements. Insurance contracts are not included in the scope of this new
guidance. In July 2015, the FASB decided to defer the cffective date provided in the new revenue guidance by
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onc year. Giving efTect to this deferral, the new guidance is cffcctive for us beginning with annual and interim periods in
2018 We are currently evatuating the impact on our results of operations, financial condition, and cash flows.

There are no other-recently issued accounting standards that apply to us or that arc expected to have a materiat impact
on our results of operations, financial condition, or cash flows.

3, ACQUISITIONS AND DIVESTITURES

On June 1, 2015, we completed the sale of our wholly owned subsidiary, Concentra Inc., or Concentra, to M)
Acquisition Corporation, a joint venture between Sclect Medical Holdings Corporation and Welsh, Carson, Anderson &
Stowe XII, L.P,, a private equity fund, for approximately $1,055 million in cash, excluding approximately $22 million of
transaction costs. In connection with the sale, we recognized a pre-tax pain, net of transaction costs, of $270 million which
is reported as gain on sale of business in the eccompanying condensed consolidated statements of income for the year
ended December 31. 2015

In March 2015, we classified Concentra as held-for-salc and aggregated Concentra's essets and liabilities separately
on the balance sheet, including e rcclassification of the December 31, 2014 balance sheet for comparative purposes. The
assets and liabilities of Concentra thet were disposed of on June 1, 2015 and classified as held-for-sale es of December 31,
2014 were as follows:

June 1, 2015 December 31, 2014
Assety {in millions)
Receivables, net $ 130 8§ 115
Property and equipment, net 197 191
Goodwill 480 480
Other intangible assets, nct
124 132
Other assets
27 25
Total assets disposed/held-for-sale $ 958 § 943
Linbilities
Trade accounts payable and accrued expenses 81 90
Other liabililies 114 116
Total ligbilities disposed/held-for-sale ) 195 § 206
Net assets disposed 3 763 $ 737

For the year ended December 31, 2015, the accompanying condensed consolidated statements of income include revenues
related to Concentrn of $411 million in 2015, $998 million in 2014, and $981 million in 2013

On September 6, 2013, we acquired American Eldercare Inc., or American Eldercare, the largest provider of nursing
home diversion services in the state of Florida, serving frail ond elderly individuals in home and community-based
settings. American Eldercare complements our core capabilitics and strength in serving seniors and disabied individuals
with o unique focus on individualized and integrated care, and has contracts to provide Medicaid long-term support
services across the cntire state of Florida. The enroliment cffective dates for the various regions ranged from August 2013
o March 2014. The eliocation of the purchase price resulted in goodwill of $76 million and other intangible assets of $75
mitlion The goodwill was assigned to the Retail segment. The other intangible assets, which primarily consist of customer
contracts and technology, have a weighted nverage useful life of 3.3 years, Goodwill and other intangible assets are
amortizable as deductible expenses for tax purposes.

The rcsulis of operations and financil condition of American Eldercare has been included in our consolidated
statements of income and consol:dated balance sheets from the acquisition date. In addition, during 2015, 2014 and
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2013, we acquired other health and wellness and technology related businesses which, individually or in the aggregate,
have not had & material impact on our results of operations, financial condition, or cash flows. The results of operations
and financial condition of these businesses have been included in our condensed consolidated siatements of income and
condensed consolidated balance sheets from the respective acquisition dates. Acquisilion-related costs recognized in each
of 2015, 2014, and 2013 were not material to our results of operations. The pro forma financial information assuming the
acquisitions had occurred as of the beginning of the calendar year prior to the year of acquisition, as well as the revenues

and camings generated during the year of acquisition, were not material for disclosure purposes.

4. INVESTMENT SECURITIES

Investment securities classified as current and long-term were as follows at December 31,

2015 and 2014,

respectively.
Grou Grons
Amaortized Unrealized Unrealized Fair
Cont Gaing Losses Value
(in millions)

December 31,2015
U S, Treasury and other U.S. govemment
corporations and agencies:

U S Treasury and agency obligations $ 331§ 2 8 n s 332

Mortgage-backed securities 1,902 12 23 1,891
Tax-cxempt municipal securities 2,611 61 [C)] 2,668
Mortgage-backed securities:

Residential 13 — - 13

Commercial 1,024 2 (41) 985
Asset-backed sccurities 264 1 2) 263
Corporate debt securities 2,873 140 (55) 2,958

Total debt securities $ 9018 § 218 § (126) §$ 9,110

Dceober 31,3014
U 8. Treasury end other U.S. government
corporations and egencics:

U.S. Treasury and zgency obligations § 365 § 0 s n s n

Mortgape-backed securities 1,453 50 (5) 1,498
Tox-cxempt municipel securities 2,931 140 3 3,064
Mortgage-backed securities:

Residential 17 — -— 17

Commercial 846 16 {19 843
Asset-backed securities 28 1 — 29
Corporate debt securitics 3,432 299 13 3718

Tatal debt securities 5 0072 $ 516 § (41) $ 9,547
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Gross unrenlized bosses and fair values aggregated by investment category and length of time thot individual securities
have been in o continuous unrealized loss position were as foliows at December 31, 2015 and 2014, respectively:

Less than 12 months 12 months or more Total
Gron Groms Gross
Fulr Unreslized Fair Unrealized Fair Usrenlized
Value Loases Value Losses Value Lasses
(in millions)
Dexember 31, 2015
1.5, Treasury and other U S,
govermment
corporations and agencies:
U.S Treasury and agency
obligations $ 195 $ m s 14 $ — 5 9 (n
Morigage-backed sccurities 1,484 (20} 86 (3} 1,570 {23}
Tax-exempt municipal securities 843 (3) 52 [1}] 895 (4)
Mongage-backed securities:
Residential 2 — 4 — 4} -
Commercial 626 (13) 265 (28) 891 “n
Asset-backed securitics 258 (2) — - 258 (2)
Corporate debt sccurities 918 (45) 53 (10) 981 (55)
Totol debt securities $ 432 § (84) § 484 § @2) $ 4810 §  (126)
December 31, 3014
U.S. Treasury and other U.S.
government
corporations and agencies:
U S. Treasury and agency
obligations $ ™8 - § 80 $ n s 159 § 1))
Morigage-backed securities 22 - 320 (5) 342 (5)
Tax-exempt municipal sccurities 131 ()] 118 (2) 249 [&)]
Mortgage-backed securities:
Residential 1 - 4 — 5 —
Commercial 31 (1) 267 (18) 298 (19)
Asset-backed securitics 13 - — — 13 —_
Corporate debt securitics 219 (6) 128 )] 347 (13)
Total debt securities $ 496 § B 3 517 § (31) § 1413 § (41)

Approximately 98% of our debt securitics were investment-grade quality, with a weighted average credit rating of AA
by S&P at December 31, 2015, Most of the debt securities that were below investment-grade were raled BB, the higher
end of the below investment-grade mating scale. At December 31, 2015, 7% of our tux-exempt municipal sccurities were
pre-refunded, gencrally with U.S. government and agency securitics, Tax-exempt municipul securities that were not pre-
refunded were diversified among general obligation bonds of U.S. stales and local municipalities as well as special
revenue bonds. General obligation bonds, which are backed by the taxing power and full faith of the issuer, accounted for
42% of the tax-exempt municipals that were not pre-refunded in the portfolio. Special revenue bonds, issued by 2
municipality to finance a specific public works project such as utilitics, water and sewer, transportation, or education, end
supported by the revenues of that project, accounted for the remaining 58% of thess municipals, Qur generat obligation
bonds are diversified across the United States with no individual state exceeding 11%. In addition, 6% of our tax-cxempt
securitics were insured by bond insurers and hed an equivalent weightcd average S&P credit rating of AA exclusive of the
bond msurers’ guarantee, Our investment policy limits invesiments in a single issuer and requires diversification among
various asset types.
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Residential mortgage back securitics compriscd approximately 98% of our agency mortgage-backed securities at
December 31, 2015 and 99% at December 31, 2014

The recoverability of our non-agency residential and commercial mortgage-backed securities is supponied by factors
such as seniority, underlying collateral chamcteristics and credit enhancements. These residential and commercial
mortgage-backed securities at December 31, 2015 primacily were composed of senior tranches having high credit support,
with over 99% of the collateral consisting of prime loans. The weighled average credit rating of all commercial morigage-
backed securitics was AA+ at December 31, 2015,

The percentage of corporate securities associsted with the financial services industry was 25% at December 31, 2015
and 21% at December 31, 2014

Our unrealized loss from all securities was generated from approximately 690 positions out of a (olel of
approximately 2,000 positions at December 31, 20[5. All issuers of securities we own that were trading at an unrealized
loss at December 31, 2015 remain current on all contractual payments, After taking into account these and other factors
previously described, we believe these unrealized losses primarily were caused by an increase in market interest rates in
the current markets then when the securities were purchased. At December 31, 2015, we did not intend to sell the
securities with an unrealized loss position in accumulaled other comprehensive income, and it is not likely that we will be
required to sell these securities before recovery of their amortized cost basis, As o result, we believe that the securities
with an unrealized loss were not other-than-temporarily impaired at December 31, 2015

The detail of realized gains (losses) related to investment securitics and included within investment income was as
follows for the years ended December 31, 2015, 2014, and 2013:

s 014 2013
{in millions}
Gross realized geins Y 179 % 29 $ 33
Gross realized losses {33) {9} (11}
Net realized capital gains $ 146 $ 20 5 2

There were no materiel other-than-temporary impainments in 2015, 2014, or 2013,

The contractual maturities of debt securities available for sale at December 31, 2015, regardless of their balance shect
classification, are shown below. Expecied maturities may differ from contractual maturities because borrowers may have
the right to call or prepay obligations with or wilhout call or prepayment penalties.

Amortized Fair
Cont Value
{in millions)

Due within one year $ 438 § 439
Duc after one year through five years 1,829 1,871
Due after five years through ten years 1,244 1,264
Dug after ten years 2,304 2,384
Morigage and asset-backed sccuritics 3,203 3,152
Total debt securities $ 9018 § 92,110
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5, FAIR VALUE
Financlol Asseis

The following 1able summarizes our fair value measurements at December 31, 2015 and 2014, respectively, for
financial assets measured at fair value on a recurring basis:

Fair Value Measurements Using

Quoted Prices Other
in Active Observahle Unobservable
Muarkets Inputs loputs
Falr Value (Level 1) (Level 2) {Level 3)
{in millinns)
Degomber 31, 205
Cash equivalents $ 2229 % 2229 § - $ —
Debt securitics:
U.S. Treasury and other U.S. povernment
cotporations and agencies:
U.S Treasury and agency obligations 332 — 332 —_
Mortgage-backed sccuritics 1,891 — 1,891 —
Tax-exempt thunicipel securities 2,668 - 2,663 5
Mortgage-backed securities:
Residential 13 — 13 _
Commercial 985 — 85 —
Asset-backed securities 263 — 263 —
Corporate debt securities 2,958 - 2,952 &
Total debt securities 9,110 — 9,099 1
Total invested assets $ 1,339 § 2229 § 9089 $ 11
Pegember 31, 2014
Cash equivalents $ 1,712 § 1,712 § — 8 —_
Debt securities:
U 8. Treasury and other U 8, government
corporations and agencies:
U S Treasury and agency obligations 314 - 374 —
Mortgage-backed securities 1,498 — 1,498 -—
Tax-exempt municipal securitics 3,068 - 3,060 8
Morigage-backed securitics:
Residential 17 — 17 —
Commercial 843 — 843 —
Assct-backed securities 29 - 28 |
Curporate debt securitics in - 3,695 23
Total debt securitics 9,547 - 9,515 32
‘Total invested assets 3 11,259 § 1,12 § 9515 § 32

There were no materin} transfers between Level 1 and Level 2 duning 2015 or 2014,
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Our Level 3 assets hed a fair vajuc of $11 million at December 31, 2015, or 0.1% of our lotal invested nssets, During

the years ended December 31, 2015, 2014, and 2013, the changes in the fair value of the assets measured using significant
uncbservable inputs {Level 3) were comprised of the following;

For the years ended December 31,

2015 2014 13
Auclion Auttion Auriien
Brivate Rate Privete Rate Private Rute

Placemenin Securilies Teial  Placemeots  Secwellles Total Placzmenis Securitin Total
{in millions)

Beginning halance at
January 1 $ 24§ 8 $£32 % 248 13 $37 % 25 8 13 $ 38
Total gains or losses:
Realized in camnings (1) - (1)) - . —_ — PR —
Unrealized in other
comprehensive income - — — - - - = LY R
Purchases — - —_ —_ — — - — =
Sales an 3) Q0 - ¢y - —
Scttlements — — - - — - (1) — ()

Balance at December 31 § 6 3 5 s § 24 8 g8 §312 § 4 S 13 $ 37

Financlal Liabllitles

Our long-term debt, recorded et carrying value in our consolidsted balance sheets, wes $3,821 million at
December 31, 2015 and $3,825 million at December 31, 2014, The fair valuc of our long-term debt was $3,986 million at
December 31, 2015 and $4,102 million at December 31, 2014, The fair value of our long-term debt is determined based on
Level 2 inputs, including quoted market prices for the same or similar debt, or if no quoted market prices arc available, on
the current prices estimated to be avaitable to us for debt with similar terms and remaining maturities

Duc to the shost-lerm nature, carrying value approximates fair value for our commercia! paper borrowings.
Assets and Liabllitles Measured ot Falr Value on a Nonrecurring Basls

As disclosed in Note 3, we completed our acquisition of American Eldercare and other companies during 2015, 2014,
and 2013. The valucs of net tangible asscty acquired and the resulting goodwill snd other intangible assets were recorded
at fair value uging Level 3 inputs. The majority of the related tapgible assets acquired and liabilities assumed were
recorded at their carrying values as of the respective dates of acquisition, as their carrying values approximated their fair
values due to their short-term nalure. The fair values of goodwill and other intangible assets acquired in these acquisitions
were intemally estimated primarily based on the income approach. The income approuch estimates fair vajuc based on the
present value of the cash flows that the assets are expected to generate in the future We developed internal cstimates for
the expected cash flows and discount rates in the present valuc calculations. Other than asscts acquired and labilities
assumed in these acquisitions, there were no material assets or liabilities measured at fair value on a nonrecurring basis
during 2015, 2014, or 2013
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6, MEDICARE PART D

As discussed in Note 2, we cover prescription drug benelits in accordance with Medicare Part D under multiple
contrects with CMS. The accompanying consolidated balance sheets include the following amounts associated with
Medicare Part D as of December 31, 2035 and 2014, CMS subsidies/discounts in the teble below include the reinsurance
and Jow-income cost subsidies funded by CMS for which we assume no risk as well as brand name prescription drug
discounts for Part D plan participanis in the coverage gap funded by CMS and pharmaceutical manufocturers,

ms 2014
Risk ChiS Rbk CMS
Corridor Subsidies/ Caeridor Subsidiesf
Settlesent Discounis Settlement Discounts
{in miliions)

Qther current assets $ 25 5 2082 § 105 § 1,69
Trade nccounts payable and accrued expenscs (47) (63) (36) (32)

Net cusrent (liability) asset s (22) § 2019 § 69 § 1,658

7. HEALTH CARE REFORM

Operating results for our individunl commercial medical business compliant with the Health Care Reform Law have
been challenged primarily due to unanticipated modifications in the program subsequent 1o the passing of the Health Care
Reform Law, resulting in higher covered population morbidity and the ensuing enroliment and claims issues causing
volatility in claims cxperience. We took a number of actions in 2015 to improve the profitability of our individual
commercial medical business in 2016, These actions were subject to regulatory restrictions in certsin geographies and
included premium increases for the 2016 coverage year related generully to the ficst half of 2015 claims experience, the
discontinuation of certain products as well as exit of certain markets for 2016, network improvements, cnbancements to
claims and clinica! pracesscs and administrative cost control. Despite these actions, the deterioration in the second half of
2015 claims experience together with 2016 open enrollment results indicating the retention of meny high-utilizing
membets for 2016 resulted in a probable future loss, As a result of our assessment of the profitability of our individual
medical policies compliant with the Heclth Care Reform Law, in the fourth quarter of 2015, we recorded a provision for
probable future losses (premium deficiency reserve) for the 2016 coverage year of $176 million in benefits payable in our
consolideted balance sheet with a corresponding increase in benefils ¢xpense in our consolidated statement of income. The
premium deficicncy reserve includes the estimated bencfit of approximetely $340 million associated with risk corridor
provisions expected for the 2016 coverapge year.

On June 30, 2015 we received notification from CMS of risk adjustment and rcinsurance setilement amounts for
2014. We revised our 2014 coverage year cstimaies to reflcet actual amounts and also made a corresponding adjustment to
our risk corridor estimate based an these results. The change in estimate for risk adjustment was substantially offset by the
comesponding change in estimate for risk cormridor, both of which are reflected ay changes in premiums revenue in our
consolidated statements of income The change in estimate related to the 3Rs for the 2014 covernge year was a decline in
the estimated net receivable of approximately $43 million for the year ended December 31, 2015, In addition, we revised
our 3Rs estimates for the 2015 coverage year based on the dats from CMS for 2014,

During the year ended December 31, 2015, we paid $186 miltion in risk adjustment charges and §1 million in risk
carridor charpes associated with the 2014 coverage ycar. We received payments of $521 million for reinsurance
recoverables, $57 million for risk adjustment settlements, and $26 million for risk comidor settlements associated with the
2014 coverage year during the year ended December 31, 2015. We expect to collect the remaining risk adjustment
receivable for the 2014 coverage year of approximately $4 million in 2016

During 2015, we received our interim settlement associated with our risk corridor receivables for the 2014 coverage
year. The interim settlement, representing only 12 6% of risk cormridor receivables for the 2014 coverage year, was funded
by Hi1IS in accordance with previous guidance, utilizing funds HHS collected from us and other carriers under the 2014
risk corridor program. As discussed in Note 2, 1{HS provided puidance under the three year risk corridor propram that
future collections will first be applied to any shorifalls from previous coverage years before application
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10 curvent year abligations. Risk corridor payables to issuers ore obligations of the United Statcs Government under the
Health Care Reform law which requires the Secretary of HHS to make full payments to issuers, In the event of a shortfall
at the end of the three year program, HHS has asserted it will explore other sources of funding for risk comidor payments,
subject 1o the availability of appropriations, Based on the notice from CMS and collections in the fourth quarter of 2015,
we classified our remaining gross risk corridor receivables for both the 2014 and 2015 covernge years as long-term
because settlement is expected to exceed 12 months at December 31, 2015

The accompanying consclidated balance sheets include the following amounts associated with the 3Rs at
December 31, 2015 and December 31, 2014, Amounts classified as long-lerm represent settlements that we expect to
exceed 12 months ot December 31, 2015.

2018 2014
Risk Risk Risk Risk
Adjusiment Reinsurance Corridar Adjusiment Reinsurance Corridor
Setllement  Recoverabl Cobtlomrent Scifement  Re pry Setilement
{in millions)
2014 Coversge Year
Premiuins receivable $ 4 5 — 8 — % 131 % — 5 -
Other current asscts - -_— — — 586 535
Trade accounts payable and
accrued expenses — — — (89) - 4)
Net current asset 4 _— - 42 586 51
Other long-term assels — - 215 — - -
Other Jong-term liabilities - — —_ — — —
Net long-torm asset —_ — 215 —_ — —
Total 2014 coverage
year net asset 4 - 215 42 586 51
1015 Coverage Year
Premiums receivable 122 — - = —_ —
Other current agsets - 610 - - == -—
Trade accounts payable and
accrued expenses {223) — — —_ - _
Net current (liability)
asset (1o1) 610 - — — —
Other long-1erm esscts 10 e 244 - — s
Other long-term liabilities — —_ - — = _
Net long-term asset in - 244 - — =
Total 2015 coverage
year net (liability)
assct (91} 610 244 —_ — —

Tota! net (liability) asset 5 8 3 610 § 459 8 2 § 586 § 51

In 2015, we paid the federal government $867 million for the annual health insurence industry fee autributed to
calendar year 2015, in accordence with the Health Care Reform Law. In 2014, we poid the federnl government $562
million for the annual health insuragce indusiry fee attributed to calendar year 2014 This fee is not deductible for tax
purposes.
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8. PROPERTY AND EQUIPMENT, NET

Property und equipment was comprised of the following at December 31, 2015 and 2014, cxcluding Concentra
amounts classified as held-for-sale at December 31, 2014 for comparative purposes Net property and equipment
associated with Concentra and classified as held-for sole at December 31, 2084 was $191 million

2015 2004
{in mitlions)

Land s 20 % 18
Buildings and leaschold improvements 633 602
Equipment 645 631
Computer software 1,424 1,656
2,722 2,807
Accumulated depreciation (1,338) (1,679)
Property and equipment, net § 1384 § 1,228

Depreciation expense was $354 million in 2015, $328 million in 2014, and $309 million in 2013, including
amortization expense for capitalized intemally developed nnd purchased software of $220 million in 20135, $191 million in
2014, and $72 million in 2013

9, GOODWILL AND OTHER INTANGIBLE ASSETS

The carrying amounts of goodwill for our reportable segments have been retrospectively adjusted ay of January 1,
2014 1o conform to the 2015 segment change discussed in Note 2, Changes in the camrying amount of goodwill for our
reportable segments for the years ended Decernber 31, 2015 and 2014 were as follows:

Healtheare
Retail Group Services Totad
(in millions)

Belance at January 1, 2014 s 1,069 § 385 § 1,799 § 3,253
Acquisitions — —_ 19 19
Dispositions — e 40y (40)
Subsequent payments/adjustments — -_ (1) (1)

Balance at December 31, 2014 1,069 385 1,777 3,231
Acquisitions — — 35 35
Dispositions — — (1) {1}

Balance at December 31, 2015 $ 1,069 $ s § 1,811 §$ 3,265

Healthcare Services sepment goodwill of $480 million nssociated with the sale of Concentra was reclassificd to asscts
heid-for-sale as of January 1, 2014 for comparalive purposcs and excluded from the table above. This $480 miilion of
goodwill was disposed of on June 1, 2015 with the complction of the sale of Concentra.
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The following table prescnis details of our other intangible assets included in other long-term assets in the
sccompanying consclidated balance sheets at December 31, 2045 and 2014 and exciudes Concentra amounts classified ns
held-for-sale as of December 31, 2014 for comparative purposes. Net other intangible asscts associated with Concenira
end classified as held-for-sale at December 31, 2014 were $132 miltion.

Weighted 105 2014
Average Aceumulated Accumulsied
Life Cont Amortization Net Coat Amortization Net
{in milions)
Other intangible assets:
Customer contracts/relationships 9 8years § 566 $ 2 5214 § 657 3 326 § 331
Trade names and technology 83 yeors 104 54 50 il5 50 a5
Provider contracts 14 6 years 51 24 27 52 2} 3]
Noncompetes and other 8.2 years 32 26 6 4] 28 13
Totaf other intangible assets 98years § 753 § 396 § 357 § 865 § 425 § 440

Amortization expense for other intangible assets was approximately $93 million in 2015, $121 million in 2014, and
$117 million in 2013 The following table preseats our estimate of amortization expense for each of the five next
succeeding fiscal years:

(in milliona}
For the years cnding December 31,
2016 5 78
2017 7
2018 62
2019 51
2020 47
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10. BENEFITS PAYABLE

Activity in benefits payable, excluding militacy services, was as follows for the years ended December 31, 2015, 2014
and 2013:

2018 2014 2013
{in millions)
Balances at January | $ 44715 § 389 § 3775
Less: Reinsurance recoverables (78) — -—
Balances ot January 1, net 4,397 3,893 3,775
Acquisitions — — 5
Incurred related to:
Cusrent year 44 397 38,641 32,711
Prior years (236) (518) {474)
Total incurred 44,161 38,123 32,237
Paid reloted ta:
Current year (39,802) (34,357} (29,103)
Prior years (4,041) (3,262) (3,021}
Total paid (43,843) (37,619) (32,124)
Premium deficiency reserve 176 - —
Reinsurance recoverable 85 78 -
Balances ot December 31 $ 4976 % 4475 § 3,593

Amounts incurred related 1o prior years vary from previously estimated linbilities as the claims ultimately are settled.
Negative amounts reported for incurred related to prior yenrs result from claims being ultimately settled for amounts less
than originaily estimated (favorable development).

Actuarial standards require the use of assumptions based on moderately adverse experience, which generally results in
favorable reserve development, or rescrves that are considered redundant. We experienced favorable medical claims
reserve development related to prior fiscal years of $236 million in 2015, $518 million in 2014, and $474 million in 2013
‘The favorable medical claims reserve development for 2015, 2014, and 2013 primarily reflects the consistent application
of trend and completion factors estimated using an assumption of moderately odverse conditions The decline in favorable
prior period devclopment in 2015 primarily was due to the impact of lower financial claim recoveries due in part to our
gradual implementation during 2014 of inpatient autherization review prior to admission as opposed to post adjudication,
s well as higher than expecied flu associated claims from the fourth quarter of 2014 and continued volatility in claims
ussocisted with individual commercial medical products. The higher favorable prior period development during 2014 and
2013 resulted from increased membership, better than originally expected utilization across most of our major busincss
lines and increased financial recoverics. The increase in financial recoveries primarily resulted from claim audit process
cnhoncements as well as increased volume of claim audits and expanded audit scope. All lines of business benefited from
these improvements.
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Benefits cxpense excluded from the previous table was as follows for the years ended December 31, 2015, 2014 and

2013;
2018 2014 2013
{in millioas)
Premium deficiency reserve for short-duration policies $ 176 § - 5 -
Military services 12 I @n
Future policy benefits (80) 12 354
Total $ 108 § 43 § 327

In the fourth quarter of 2015, we recognized 8 premium deficicncy reserve for our individual commercial medical
business compliant with the Health Care Reform Law associated with the 2016 coverage year as discusscd in more detail
in Note 7.

Military services benefits expense for 2015 and 2014 rellect expensus associated with our contracts with the Veterans
Administration. Military services benefits expense for 2013 reflects the beneficizl effect of ¢ favorable settlement of
contract claims with the DoD partially offsct by expenses associated with our contrects with the Veterans Administration.

‘The decrease in benefits expense associated with future policy benefits payable in 2015 primarily reflects the release
of reserves as individual commercial medical members transitioned 10 plans compliant with the Health Care Reform Law.
The higher bencfits expense associated with future policy benefits payable during 2013 relates to reserve strengthening for
aur closed block of long-term care insurance policies acquired in connection with the 2007 KMG America Corporation, or
KMG, acquisition mare fully descnbed in Note 18

1L INCOME TAXES
The provision for income laxes consisted of the following for the years ended December 31, 2015, 2014 and 2013;

208 2014 M3
{in millions)

Current provision:
Federel s 1,067 3§ 1,006 $ 595
States and Pucrto Rico 90 8} 53
Total current provision 1,137 1,087 648
Deferred (benefit) provision 2) (64) 42
Provision for income taxes 5 1,155 § 1023 § 690
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The provision for income taxcs was different from the amount compuled using the federal statulory rate for the years

ended December 31, 2015, 2014 and 2013 due to the following:

015 2014 2013
(in millions)

Income tax provision at federal statutory rate $ B51 § 759 § 672
States, net of federal benefit, and Pucrio Rico 44 48 32
Tax exempt investment income (24) 27 (26)
Health insurer fee 314 204 -
Nondeductible cxecutive compensation 18 2 6
Concentra sale 67 —_ —_
Other, net 19 17 6

Provigion for income taxes $ 1,155 § 1,023 § 690

The provision for income taxes for 2015, 2614, and 2013 refiects an $18 million, $22 million, and $6 million,
respectively, estimated impact from limitations on the deductibility of annual compensation in excess of $500,000 per
cmployee as mandated by the Health Care Reform Law. As of December 31, 2015, we do not have materiel uncertain 1ax

positions refiected in our consolidated balance sheet.

Deferred income tox balances reflect the impact of temporary differences between the tax bases of assets or liabilities
and their reported amounts in our consolidated financial statements, and are stated at enacted tax rates expected to be in
effect when the reported amounts are aciually recovered or settled. Principal components of our net deferred tax balances
at December 31, 2015 and 2014 were as follows, excluding Concentra smounts classified as held-for-sale at December 31,
2014 for comparative purposcs. The net deferred tax linbility nssociated with Concentra end classified as held-for sale at

December 31, 2014 was §55 million,

Future policy bencfits payable
Compensation and other accrued expenses
Benefits payable
Net operating loss carryforward
Deferred acquisition costs
Uneamed revenues
Other
‘Total deferred income tax assets
Valuation allowance

Total deferred income 1ax assets, net of valuation allowance

Depreciable property and intangible essets
Investment securitics
Prepaid expenscs
Totel deferred income tax linbilitics
Tolal net deferred income tax asscts

Amounts recognized in the consolidated balunce sheets:

Other current assets
QOther long-term asscls
Total net deferved income tax assels

114

Anpeta {Lisbilities)
2014
{in milliona)
$ 200 § 320
130 168
267 138
47 52
04 57
22 21
13 17
743 713
{42) (48)
701 725
(363) (346)
67 (168)
(45) (35)
(445) (569)
5 256 § 156
H - 3 79
256 77
$ 256 % 156
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In November 2015, the FASB issued new guidance related to accounting for income taxes which changes the balance
sheet classification of deferred taxes, requiring deferred 1ax Habilitics and assets be classified as noncurrent in a classified
statement of financial position. We elected to carly ndopt the guidance and have classified all deferred tax liabilities and
assels as noncurrent in our consolidated balance sheet al December 31, 2015 to simplify their presentation. Prior periods
were not retrospectively adjusted. If we had retrospectively adjusted our consolidated balance sheet, our other current
assets would have declined by $79 million and, similarly, our other long-term assets would have increased by $79 million
at December 31, 2014

At December 31, 2015, we had approximately $126 million of net operating losses to carry forward related to prior
acquisitions end our Puerto Rico subsidiaries. These nct operating loss camyforwards, if not used 1o offset future taxable
income, will expire from 2016 through 2033. Due to limitations and uncertainty regarding our ability to use some of the
camyforwards, a valuation allowance was established on $105 million of these net operating loss carryforwards and §7
million of other items related to Puerto Rico. For the remainder of the net operating loss carryforwards end other
cumulative temporasy differences, based on our historics] record of producing taxable income and profitability, we have
concluded that future operating income will be sufficient to give rise to tax expense to recover all deferred tax agsets,

We provide for income taxes an the undistributed earnings of our Puerte Rico operations using that jurisdiction’s tax
tate, which has been lower historically thon the U.S. statutory tax rate. Permanent investment of these camings has
resulted in cumulative unrecognized deferred tax liabilities of approximately $30 million as of December 31, 2015,

We file income tax returns in the United States and certain foreign jurisdictions. The U.S. Internal Revenue Scrvice,
or IRS, has completed its examinations of our consolidated income tax returms for 2013 and prior years. OQur 2014 wax
return is in the post-filing review period under the Compliance Assurance Procesa (CAP). Our 2015 tax retum is under
advance review by the IRS under CAP. With few exceptions, which are immaterial in the aggregate, we no longer are
subject to state, local and foreign tax examinations for years before 2012 As of December 31, 2015, we are not aware of
any meterial adjustments that may be proposed,

12, DEBT

The carrying value of lang-term debt outsianding was as follows at December 31, 2015 and 2014;

s 2014
{in miltions)
Long-term debt:
Senior notes;

$500 million, 7.20% due June §5, 2018 ) 503 § 504
$300 miilion, 6 30% due August 1, 2018 309 312
$400 million, 2.625% due October 1, 2049 400 400
$600 million, 3 15% due December 1, 2022 598 598
$600 million, 3.85% due October 1, 2024 599 599
$250 million, 8.15% due June 15, 2038 266 266
£400 million, 4.625% due December 1, 2042 400 400
$750 million, 4 95% due October 1, 2044 746 746
Total long-term debt $ 3821 § 3,825

Senior Notes

In September 2014, we issucd $400 million of 2.625% senior notes due October 1, 2019, $600 millicn of 3.85%
seniot notes due October 1, 2024 and $750 million of 4 95% scnior notes due October 1, 2044. Our net proceeds, reduced
for the underwriters' discount and commission and offering expenses, were $1.73 billion. We used a portion of the net
proceeds to redeem the $500 million 6 45% senior unsecured notes as discussed below.
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In October 2014, we redeemed the $500 million 6.45% senior unsecured notes due June 1, 2016, at 100% of the
principal amount plus applicable premium for early redemption and accrued and unpaid interest to the redemption date,
for cash totaling approximately $560 million. We recognized a loss on extinguishment of debt of approximately $37
million in October 2044 for the redemption of these notes.

Cur senior noles, which otc unsecured, may be redeemed at our option at any time at 100% of the principal amount
plus accrued interest and o specified meke-whole amount. The 7.20% and 8.15% senior notes are subject to an interest rate
adiustment if the debt ratings assigned to the notes are downgraded (or subsequently upgraded). In addition, our senior
notes (other than the 6. 30% senior notes} contain a change of control provision that may require us to purchase the notes
under certnin circumstances. On July 2, 2015 we entered into a Merger Agreement with Aetna that, when closed, may
require redemption of the notes if the notes are downgraded below investment grade by both Standard & Poor's Rating
Services, or S&P and Moody’s Investors Services, Inc., or Moody's,

Prior to 2009, we were parties to interesi-rate swap agreements that exchanged the fixed interest rate under our senior
notes for a variable intcrest rate based on LIBOR. As a result, the carrying value of the senior notes was adjusted to reflect
changes in value caused by an increasc or decrease in interest rates During 2068, we terminated all of our swap
agreemenis, The cumulative adjustment to the carmying value of our senior notes was $103 million as of the termination
date which is being amortized as a reduction to interest expense over the remaining term of the senior notes. In October
2014, the redemption of our 6.45% senior notes reduced the unamortized carrying value adjustment by $12 million. The
unamortized carrying velue adjustment wag $28 million as of December 31, 2015 and $32 million as of December 31,
2014,

Credlit Agreement

Qur S-year $1.0 billion unsecured revolving credit agreement expires July 2018, Under the credit agreement, at our
option, we can borrow on either a competitive advance basis or a revolving credit basis, The revolving credit portion bears
interest at either LIBOR plus a spread or the base rate plus a spread. The LIBOR spread, currently 110 basis points, varies
depending on our credit ratings ranging from 90 to 150 basis points. We also pay an snnual facility fee regardless of
utilization. This facility fee, curvently i5 basis points, may fluctuate between 10 and 25 basis points, depending upon our
credit ratings. The competitive advance portion of any borrowings will bear intercst at market rates prevailing at the time
of borrowing on either a fixed rate or a floating rate based on LIBOR, at our option.

The terms of the credit sgreement include standard provisions related to conditions of borrowing, including a
customary material adverse effect ctause which could limit our ability to borrow additional funds. In addition, the credit
pgreement contains customary restrictive and financial covenants as well as customary events of default, including
financial covenants regarding the maintenance of a minimum level of net worth of $8.5 billion at December 31, 2015 and
u maximum leverage ratio off 3.0:1, We are in compliance with the financial covenants, with actual net worth of $10.3
hillion and an actual leverage ratio of 1.3:1, os measured in accordance with the credit agreement as of December 31,
2015, In addition, the credit agreement includes an uncommitted $250 million incremental loan facility,

At December 31, 2015, we had no borrowings cutstanding under the credit agreement and we hed outstanding letters
of credit of $1 million secured under the credit agreement. No amounts have been drawn on these letiers of credit.
Accordingly, as of December 31, 2015, we had $£999 million of remaining borrowing capacity under the credit agreement,
none of which would be restricted by our financial covenant compliance requirement. We have other customary, arms-
lenpth relationships, including financial advisory and banking, with some parties to the credit agreement.

Commercial Paper

In October 2G14, we entered into 8 commercial poper program pursuant to which we may issue short-term, unsecured
commercigl paper notes privately placed on a discount basis through certain broker dealers Amounts available under the
program may be berrowed, repaid and re-borrowed [rom time to time, with the aggregate face or principal amount
outsianding under the program at any tlime not to cxceed $1 billion. The net proceeds of issuances have been and are
expecied to be used for general corporate purposes. The maximum principal amount outstanding at any one time during
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the year ended December 31, 2015 was $414 million, with $299 million outstanding at December 31, 2015 There were no
outstanding borrowings at December 31, 2014.

13. EMPLOYEE BENEFIT PLANS
Emplopee Savings Plan

We have defined contribution retirement savings plans covering cligible employees which include matching
contributions based on the amount of our employees' contributions to the plans. The cost of these plans amounted to
approximately $188 million in 2015, $176 million in 2014, and $155 million in 2013, The Company’s cash match is
invested pursuant to the participant’s contribulion direction. Based on the closing price of our common stock of $178.51
on December 31, 2015, approximately 13% of the retirement and savings plan’s assets were invested in our common
stock, or approximately 2 5 million shates, representing 2% of the shares outstanding as of December 31, 2015. At
December 31, 2015, approximately 3.4 million shares of our common stock were reserved for issuance under our defined
contribution retirement savings plans.

Stock-Based Compensation

We have plans under which options to purchase our common stock and restricted stock units have been pranted 1o
cxecutive officers, directors and key employees, For awards granted prior to July 2, 2015, our equity award agreements
generally contain provisions whereby the awards sutomatically accelerate and vest upon change in control, including those
granted to retirement-eligible participants described below. The Merger discussed in Note 2 qualifies as a change in
conitrol event under our equity award agrecments. Awards granted on or after July 2, 2015 would generally require both a
change in control and termination of employment within 2 years of the date of the change in control to accelerate the
vesting, including those granied o retirement-eligible participants,

The terms and vesting schedules for stock-based awards vary by type of grant. Generally, the awards vest upon time-
based conditions. We heve also granted awards to certein empioyees that vest upon a combination of time and
performance-based conditions. The stock awards of retirement-cligible participants granted prior to July 2, 2015 generatly
will continue to fully vest on the originally scheduled vest date upon retirement from the Company. For stock awerds of
retirement-cligible employces granted on or after July 2, 2015, awards are gencrally eamed ratably over the service period
for cach tranche Accordingly, upon retirement the eamed portion of the current tranche will continue to vest on the
originelly scheduled vest date and any remaining uneamed portion of the award will be forfeited. Qur equity award
program inciudes a retirement provision that generally treats employees with a combination of age and years of services
with the Company totaling 65 or greater, with a minimum required age of 55 and a minimum requirement of 5 years of
service, as retirement-cligible. Upon excrcise, stock-based compensation awards are settied with authorized but unissued
company stock or treasury stock

The compensation expense that has been charged against income for these plans was as follows for the years ended
December 31, 2015, 2014, and 2013:

2015 2014 2013
{in millions)
Stock-based compensation expense by type:

Restricted stock 5 9 % 91 $ 84
Stock options 10 7 8
Total stock-based compensation expense 109 98 92
Tax benefit recognized (26) (22) (22)
Stock-based compensation expense, nctof tax  $ 83 $ 7% 8 70

The tax benefit recopnized in our consolidated financial statements is based on the amount of compensation expense
recorded for book purposes, subject to limitations on the deductibiity of annual compensation in excess of $500,000 per
employee as mandated by the Health Care Reform Law. The actual tax benefit realized in our tax retum is based
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on the intrinsic value, or the excess of the market value over the exercisc or purchase price, of stock options ¢xercised and
restricted stock vested during the period, aubject 1o limitations on the deductibility of annual cornpensation in excess of
$500,000 per employee aa mandated by the Health Care Reform Law. The actual tax benefit realized for the deductions
taken on our tax retums from option exercises and restricted stock vesting totaled $34 million in 2015, $30 million in
2014, and $20 million in 2013, There was no capitalized stock-based compensation expense during these years.

At December 31, 2015, there were 18 | million shares rescrved for stock award plens. These reserved shares included
giving effect to, under the 2011 Plan, 8.7 mitlion shares of common stock available for future grants assuming all stock
optiony were granted or 3.8 million shares available for future grants assuming all restricted stock were pranted Shares
may be issued lrom authorized but unissued company stock or treasury stock.

Restricted Stock

Restricted stock is granted with a fair valuc cqual to the market price of our commen stock on the date of grant and
generally vests three years from the date of grant. Restricted stock granted on or after July 2, 2015, generally vests in
equal annual tranches over a three year period from the date of grant. Cenain of our restricted stock units also include
performance-based conditions generally associated with strategic membership growth and retum on invested capital
Restricted stock units have forfeitable dividend equivaient rights equal to the dividend paid on common stock. The
weighted-average grant date fair value of our restricted stock was $165 26 in 2015, $103.57 in 2014, and $73.50 in 2013
Activity for our restricted stock was as follows for the year ended December 31, 2015:

Weighted-
Average
Grant-Daie
Shares Fair Value
{ahares ia thousands)

Nonvested restricted stock at December 31, 2014 3635 § 85.52
Granted 837 165.26
Vested 919) 8495
Fotfeited (188) 98,92
Nonvested restricted stock at December 31, 2015 3365 § 104.58

Approximately 30% of the nonvested restricted stock at December 31, 2015 inciuded performance-based conditions.

The fair value of shares vesied was $153 million during 2015, 599 million during 2014, and $52 million during 2013,
Total compensation expense not yet recognized related to nonvested restricted stock was $88 million at December 31,
2015 We expect to recognize this compensation cxpense over a weighted-average period of approximately §.4 years,
There are no other contractual terms covering restricted stock once vested.

Stock Options

Stock options are granted with an exercise price equal to the fair market value of the underlying common stock on the
date of grant. Qur stock plans, as approved by the Board of Directors and stockholders, define fair market value as the
average of the highest and fowest stock prices reported on the composite tape by the New York Stock Exchange on a
given date. Exercisc provisions vary, but most oplions vest in whole or in part I to 3 years after grant and expire 7 years
after grant.
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The weighted-average fair value of each option granted during 2015, 2014, and 2013 is provided below. The fair
value was cstimated on the date of grant using the Black-Scholes pricing model with the weighted-average assumptions
indicated below:;

2013 2014 013
Weighted-average fair value at grant date b 3691 % 2245 § 2180
Expected option lifc (years) 4.2 years 43 years 4.4 years
Expected volntility 27.4% 27 6% 38 8%
Risk-free interest rate at grant date 1.4% 1.3% 08%
Dividend yicld 07% 1.1% 15%

When valuing employce stock options, we stratify the employec population into three homogenous groups that
historically bave exhibited similar exercise behaviors. These groups are executive officers, direciors, end all other
employees. We value the stock options based on the unique assumptions for each of these employee groups.

We calculate the expected term for our employee stock options based on historical employee exercise behavier and
base the risk-free interest rate on a traded zero-coupon U S. Treasury bond with a term substantially cqual to the option’s
expected temn

The volatility used to value employec stock options is based on historical volatility We calculate historical velatility
using & simple-average calculation methodology based on daily price inlervals as measured over the expected term of the
oplion.

Activity for our option plans was as follows for the ycar ended December 31, 2015:

Shares Under Weighted-Avernge

Option Ezerchie Price
{shares in thousands}
Options outstanding at December 31, 2014 758 % 8245
Granted m 164.80
Exercised {304) 76,25
Forfeited (6) 83.58
Options outstanding at December 31, 2015 835 § 12189
Options exercisable at December 31, 2015 203 § 7830

As of December 31, 2015, outstanding stock options, substantially all of which ere expected 10 vest, bad an aggregate
intrinsic value of $48 million, and a weighted-average remnining contractual tenm of 5 0 years. As of December 31, 2015,
exercisable stock options had an aggregate intrinsic velue of $20 million, and o weighted-averzge remaining contractual
term of 3.5 ycars, The total intrinsic volue of stock options exercised during 2015 wag $28 million, compared with $32
million during 2014 and $39 million during 2013. Cash received from stock oplion exercises toteled $23 million in 2015,
$52 million in 2614, and $67 million in 2013.

‘Total compensation expense not yet recognized releted to nonvesied opticns was $10 million at December 31, 2015
We expect 1o recognize this compensation expense over a weighted-average period of approximately 1.9 years,
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14, EARNINGS PER COMMON SHARE COMPUTATION

Detail supporting the computation of basic and diluted camings per common share was as follows for the years ended
December 31, 2015, 2014 and 2013

S 2004 2013
{dultars in mdliony, cxecpt per

common share results, number of
taresfoptions in it o

¥

Net income available for common stockholders $ 1,276 § [L147 % 1,231
Weighted-average outstanding shares of common stock used to
compute basic carmings per common share 149 455 154,187 157,503
Dilutive effect of:
Employee stock options i92 230 322
Restricted stock 1,495 1,457 1,326
Shares uscd to compute diluted eamings per common share 151,142 155,874 159,151
Basic camings per common share $ 854 § 744 § 7.81
Diluted eamnings per common share 3 844 8 736 $ 7173
Number of antidilutive stock options and restricted stock awards
excluded from computation 415 320 704
15, STOCKHOLDERS' EQUITY
Dividends

The following table provides details of dividend payments, excluding dividend equivalent rights, in 2013, 2014, and
2015 under cur Board approved quarterly cash dividend policy:

Fayment Amount Tolal
Dste per Share Amonai
{in millions)
2013 $106 $167
2014 $1.10 170
2015 5114 $170

The Merger Agreement discussed in Note 2 does not impact our ability and intent to continue quarerly dividend
payments prior to the closing of the Merger consistent with our historical dividend payments Under the terms of the
Merger Agrecment, we have agreed with Aetna that our quarterly dividend will not cxceed $0.29 per share prior 1o the
clozing of the Merger. Declaration and payment of fulure quarterly dividends is at the discretion of our Board and may be
adjusted as busincss needs or market conditions change. In addition, under the terms of the Merger Agreement, we have
apreed with Aeton to coordinale the declaration and payment of dividends so that our stockholders do not fail to receive o
quorterly dividend eround the time of the closing of the Merger.

On October 29, 2015, the Board declared a cash dividend of $0,29 per share that was paid on January 29, 2016 to
stockholders of record on December 30, 2015, for an aggregate amount of $43 million.

Stock Repurchases

In September 2014, our Board of Directors replaced a previous share repurchase authorization of up te $1 billion {of
which $816 million remained unused) with & new current authorization for repurchases of up to 32 billion of our commeon
shares exclusive of shares repurchased in connection with employee stock plans, expiring on December 31, 2016. Under
the share repurchase authorization, shares muy be purchased from time fo time at prevailing prices in the
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open market, by block purchases, through plans designed to comply with Rule 10b5-1 under the Securities Exchange Act
of 1934, as amended, or in privately-negotiated iransactions (including pursuant to accelerated share repurchase
ugreements with investment banks), subject (o certain regulatory restrictions on volume, pricing, and timing. Purguant to
the Merger Agreement, after July 2, 2015, we are prohibited from repurchasing any of our outstanding securitics without
the prior writien consent of Aetna, other than repurchases of shares of our common stock in connection with the exercise
of outstanding stock options or the vesting or settlement of outstanding restricted stock awards. Accordingly, as
announced on July 3, 2015, we have suspended our share repurchase program. Our remaining repurchase authorization
was $1,04 billion as of July 3, 2015.

Excluding shares acquired in connection with emplayee stock plans as weil as 0.36 million shares received in March
2015 upon fing) setllement of our accelerated share repurchase agreement, or ASR Agreement, described below for which
no cash was paid during the period, share repurchases were as follows during the years ended December 31, 2015, 2014
and 2013: '

Year Ended December 31,
s 1014 2013
Parchase Not to
Authorization Date Exceed Shares  Cost  Sheres  Cosl Shares  Cost
{in millions)}

September 2014 § 2,000 185 $329 410 $635@ — 5 =
April 2014 1,000 — — 150 184 — —
April 2013 1,000 e — olo 11 4,55 420
April 2012 1,060 —_ — — -_ 122 82
Total
repurchases 185 $329 570 $830 577 $502

(a) Inciudes $100 million held back by Goldman Sachs pending final settlement of the ASR.
Agreement in March 2015 at which time we received an additional 4 36 million shares which
are excluded from the table above.

On November 7, 2014, we announced that we had entered into an acceleraied share repurchase agrecment, or ASR
Agreement, with Goldman, Sachs & Co , or Goldman Sachs, to repurchase $500 miflion of our common stock as part of
the $2 billion share repurchase program authorized in September 2014, Under the ASR Agreement, on November 10,
2014, we made a payment of $500 million to Goldman Sachs from available cash on hand and recetved an initin! delivery
of 3.06 million shares of our common stock from Goldman Sachs based on the then current market price of Humana
common stock, The payment to Goldman Sachs was recorded es a reduction to slockholders’ equity, consisting of a $400
million increase in treasury stock, which reflected the value of the initie! 3.06 million shares received upon initial
settlement, and » $100 million decrease in capital in excess of par velue, which reflected the value of stock held back by
Goldman Sachs pending final scttlement of the ASR Agrecment. Upon settlement of the ASR on March 13, 2015, we
received an additional 0.36 million shares a5 determined by the average daily volume weighted-average share price of our
common stock during the term of the ASR Agreement of $146 21, bringing the total shares received under this program to
.42 million. In addition, upon sertlement we reclassified the $100 million value of stock initially held back by Goldman
Sachs from capital in excess of par value fo treasury stock.

In connection with employee stock plans, we acquired 0.3 million common shares for $56 mitlion in 2015, 0.4 million
common sheres for $42 million in 2014, and 0.3 million common shares for $29 million in 2013
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Reguiatory Reguirements

Centain of our subsidiaries operate in states that regulate the payment of dividends, loans, or other cash trnsfers to
Humana Inc,, our parent company, and require minimum levels of equity as well as limit investments to approved
securities, The amount of dividends that may be paid to Humana inc. by these subsidiaries, without prior approval by state
regulatory authorities, or ordinary dividends, is Jimited based on the entity's level of statutory income and statutery capital
and surplus. In most states, prior notification is pravided before paying a dividend even if approval is not required.

Although minimum required levels of equity are largely based on premium volume, product mix, and the quality of
assets held, minimum' requirements vary significantly at the state level. Our siate regulated insurances subsidiaries had
nggrepate statutory copital and surplus of approximately $6.6 billion and $6.0 billion as of December 31, 2015 and 2014,
respectively, which exceeded aggregate minimum regulatory requirements of $4.6 billion ond $4.1 billion, respectively.
Subsidiary dividends ere subject 1o state regulatory approval, the amount and timing of which could be reduced or
delayed. Excluding Pucrio Rica subsidiaries, the amount of ordinary dividends that say be paid to our parent company in
2016 is approximately $900 million in the nggregate. This compares to dividends that were paid to our parent company in
2015 of approximately $493 million. Actual dividends paid may vary duc to consideration of excess statutory capital and
surplus and expected future surplus requirements related to, (or example, premium volume and product mix.

16, COMMITMENTS, GUARANTEES AND CONTINGENCIES
Leases

We lease facilities, computer hardware, and other furniture and equipment under long-term operating lcases that are
noncancelable and expire on various dates through 2026, We sublease facilities or pantial fucilitics to third party tenants
for space not used in our operations. Rent with scheduled escalation terms are accounted for on a straight-line basis over
the lease term. Rent expense and sublease rental income, which are recorded net as an opcrating cost, for all operating
leases were as follows for the years ended December 31, 2015, 2014 and 2013:

s 2014 2013
(in millions)
Rent expense $ 01 % 226 § 227
Sublease rental income (25) (14) (1
Net rent cxpense 3 176 § 212 § 216

Future annual minimum payments due subsequent to December 31, 2015 under all of our noncancelable operating
leases with initial terms in excess of one year are as follows:

Minimum Sublense
Lease Rental Net Lease
Payments Rf_lgt_- Commilments
{in milligna)
For the years ending December 31,
2016 $ 173 8 {16) § 157
2017 159 {16) 143
2018 127 (14 113
2019 94 (1) 83
2020 ) 54 ) 47
Thereafter 90 (45) 45
Total 5 697 § {109) §$ 588
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Purchase Obligations

We have agreements to purchase services, primatily infonmation iechnology reluied services, or to make
improvements to reel estate, in each case that are enforceable and legally binding on us and that specify all significant
terms, including: fixed or minimum levels of service to be purchased; fixed, minimum or variable price provisions; and
the appropriate timing of the transaction. We have purchase obligation commitments of $74 million in 2016, $44 millien
in 2017, $30 milliop in 2018, $1 million in 2019, and $1 million thereafter. Purchase obligations exclude agreements that
are cancelable without penalty

Off-Balance Sheet Arrangemenis

As part of our ongoing busincss, we do not participale or knowingly scek to participate in transactions that generate
relationships with unconsolidated entities or financial parinerships, such as entities often rcferred to as structured finance
or special purpose entities, or SPEs, which would have been established for the purpose of facilitating off-balance sheet
amangements or other contractually narrow or limited purposes. As of December 31, 2015, we were not involved in any
SPE transactions.

Guaraniees and Indemnifications

Through indemnity agreements approved by the state regulatory authorities, certain of our regulated subsidiaries
gencrally are guaranteed by Humsana Inc., our parent company, in the event of insolvency for (1) member coverage for
which premium payment hes been made prior to insolvency, (2) benefils for members then hospitalized until discharged,
and (3) payment to providers for services rendered prior to insolvency. Our parent also has gueranieed the obligations of
our military scrvices subsidiaries

In the ordinary course of business, we enter into contractual arrengements under which we may agree to indemnify a
third party to such arrangement from any losses incurred relating to the services they perform on behalf of us, or for losses
arising from certain events as defined within the particular contract, which may include, for example, litigation or claims
relating to past performance. Such indemnification obligations may not be subject to maximum loss clauses. Historically,
payments made refated to these indemnifications have been immaterial.

Government Conlracts

Our Medicare products, which accounted for approximately 72% of our total premiums and services revenue for the
year cnded December 31, 2015, primarity consisted of products covered under the Medicare Advantage and Medicare Part
D Prescription Drug Plan contracts with the federnl government. These contracts are renewed generally for a calendar year
term unless CMS notifies us of its decision not 1o renew by May | of the calendar year in which the contract would end, or
we notify CMS of our decision nol to renew by the first Monday in June of the calendar year in which the contract would
end, All material contracts between Humana and CMS relating 1o our Medicare products have been renewed for 2016, and
all of our product offerings filed with CMS for 2016 have been approved.

CMS uses a risk-adjustment model which apportions premiums paid to Medicare Advantage, or MA, plans according
1o health severity of covered members. The risk-adjustment model pays more for enmllees with predictably higher costs.
Under this model, rates paid to MA plans are based on actuarielly determined bids, which include a process whereby our
prospective payments are based on a comparison of our beneficiaries’ risk scores, derived from medical diagnoses, to
those enrolled in the government’s {raditiona! fee-for-service Mcdicare program (referred to os "Medicare FFS"). Under
the risk-adjustment methodology, afl MA plans must collect and submit the necessary diagnosis cede information from
hospital inpatient, hospital outpatient, end physician providers to CMS within prescribed deadlines. The CMS risk-
adjustinent model uses the diagnosis dala to calculate the risk-adjusted premium payment to MA plans, which CMS
adjusts for coding pattem differences between the health plons and the government fee-for-service program. We generaliy
rely on providers, including certain providers in our network who are our employees, to code their claim submissions with
eppropriate diagnoses, which we send to CMS as the basis for our payment received from CMS under the actuarial risk-
adjusiment modcl We also rely on these providers to document appropriately all medical data, including the diagnosis
data submitted with claims, In addition, we conduct medical record reviews as part of our data
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and payment nccuracy compliance efforts, o more accurately reflect diagnosis conditions under the risk adjustment
model These compliance efforts include the intcrnal contract level audits described in more detail below.

CMS is continuing to perform avdits of various companics’ selected MA contracts related to this risk adjustment
diagnosis data. We refer to these audits as Risk-Adjustment Data Validation Audits, or RADV audits. RADV audits
review medical records in an attempt to validate provider medical record documentation and coding prectices which
infiuence the calculation of premium payments lo MA plans.

In 2012, CMS released a “Notice of Final Payment Error Calculation Methodology for Part C Medicare Advantage
Risk Adjustment Dala Validation (RADV) Contract-Level Audits.” The payment error calculation methodology provides
that, in calculating the economic impact of audit results for an MA contract, if any, the results of the audit sample will be
extrapolated to the entire MA contract based upon a comparison to “benchmark™ audit data in Medicare FFS (which we
refer to as the "FFS Adjuster”). This comparison to the FFS Adjuster is necessary to determine the economic impact, if
any, of audit results because the government program data set, including ony attendant errors that are present in that data
set, provides the basis for MA plans® risk adjustment to payment rates CMS already makes other adjustments to payment
rates based on 8 comparison of coding pattern differences between MA plans and Medicace FFS data (such as for
frequency of coding for certain diagnoses in MA plan data versus the govemment program data 2et).

The finat methodology, including the first application of extrapolated audit results to detenmine audit setilements, is
cxpected to be applied to RADV contract level audits curreatly being conducted for contract year 2011 in which two of
our Medicare Advantage plans are being audited. Per CMS guidance, sclected MA contracts will be notified of an audit at
some point after the close of the final reconciliation for the payment year being audited The final reconciliation occurs in
August of the calendar year following the payment year. We were nofificd on Scptember 15, 2015, that five of our
Medicore Advantage contracts have been selected for audit for contract year 2012,

Pstimated audit settlements atc recorded as o redoction of premiums revenue in our consolidated statcments of
income, based upon available information, We perform intemal contract leve! audits based on the RADV audit
methodology prescribed by CMS . Included in these intemal contract level audits is an oudit of our Private Fee-For-Service
business which we used to represent a proxy of the FFS Adjuster which has not yet been relcased. We based our accrual of
estimated audit settlements for each contract yesr on the results of these intemal contract teve! audits and update our
estimates as each audit is completed. Estimates derived from these results were not material to our results of operations,
financial position, or cash flows However, as indicated, we are awaiting additional guidance from CMS regarding the FFS
Adjuster. Accordingly, we cannot determine whether such RADYV audits will have a material adverse effect an our results
of operations, financial position, or cash flows.

In addition, CMS' comments in formalized guidance regarding “overpayments” 1o MA plans appear to be inconsistent
with CMS' prior RADV audit puidance These statements, contained in the preamble to CMS’ final rule relcase reganding
Medicare Advantage and Part D prescription drug benefit program regulations for Contract Year 2015, appear to equate
each Mcdicare Advantapge risk ndjustment data error with an “overpayment” without reconciliation to the principles
underlying the FFS Adjuster referenced above We will continue to work with CMS to ensure that MA plans are paid
accurately and that payment model principlcs are in accordance with the requircments of the Social Security Act, which, if
not implemented comectly coutd have a material adverse effect on our results of operations, financial position, or cash
flows,

At December 31, 2015, our military services business, which sccounted for approximately 1% of our total premiums
and services revenue for the yeat ended December 31, 2015, primurily consisted of the TRICARE South Region contract.
The current S-year South Region contract, which expires March 31, 2017, is subject to annual renewals on April | of each
year during its term ot the govemment's option. On January 22, 2016, we received notice from the Defense Health
Agency, or DHA, of its intent fo exercise its aption to extend the TRICARE South Region contract through March 31,
2017 On April 24, 2015, 8 request for proposal was issued (or the next generation of TRICARE contracts for the period
beginning April 1, 2017, The request for proposal provides for the consolidation of three regions into two - East and West,
The current North Region and South Region are 1o be combined to form the Enst Region We responded to the request for
proposal on July 22, 2015 On January 15, 2016, we received a request for Fingd Proposal Revisions that we responded to
on February 16, 2016.
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Qur state-based Medicaid business accounted for approximately 4% of our total premiums and services revenue for
the year ended December 31, 2015, In addition 10 our state-based Temnporary Assistance for Needy Famities, or TANF,
Medicaid contracts in Florida and Kentucky, we have contracts in Illinois and Virginia for stand-alone dual eligible
demonstration programs serving individuals dually eligible for both the federal Medicare program and the applicable state-
based Medicaid program as well as an Intcgrated Care Program, or ICP, Mcdicaid contract in Illinois. We bepan serving
members in Iilinois in the first quarter of 2014 and in Virginia in the second quarter of 2014, In addition, we began serving
members in Long-Term Support Services (LTSS) regions in Florida at various effective dates ranging from the second
half of 2013 through the first quarter of 2014.

The loss of any of the contracts above or significant chunges in these programs as a result of legislative or regulatory
action, including reductions in premium payments to us, regulatory resirictions on profitability, including by comparison
of our Medicare Advantage profitability to our non-Medicare Advaniage business profitability and o requirement that they
remain within certain mnges of each other, or increases in member benefits without corresponding increases in premium
payments to us, may have 2 material adverse effect on our resulis of operations, financial position, and cash flows

Legal Proceedings and Cerlain Regulatory Matters
Florida Matters

On January 6, 2012, the Civil Division of the United States Attorney’s Office for the Southem Bistrict of Florida
advised us thet it is secking documents and information from us and several of our affiliates relating to several matters
including the coding of medical claims by onc or more South Florida medical providers, and loana to physician practices.
On May §, 2014, the US. Atomey's Office filed a Notice of Non-Intervention in connection with a civil qui tam suit
related to one of these matters captioned United States of America ex rel. Ofivia Graves v. Plaza Medical Centers, et al.,
and the Court ordered the compiaint unsealed. Subsequently, the individual plaintiff amended the complatnt and served
the Company, opling to continue to pursue the action. The individuel plaintiff has filed a third amended complaint which
we answered on October 16, 2015, The Court has ordered trial to commence on October 3, 2016 if the matter ts not
resolved prior to triol. We continug to cooperate with and respond to information requests from the U.S. Attomey’s office.
These matters could result in additional qui tam litigation.

As previously disclosed, the Civil Division of the United States Department of Justice had provided us with an
information request, separate from but related to the Plaza Mcdical matter, concerning our Medicare Part C risk
adjustment practices, The request relates 1o our oversight and submission of risk adjustment data generated by providers in
our Medicare Advantage networtk, including the providers identified in the Plaza Medical matter, as well as to our
business and compliance practices related 1o risk adjustment data generated by our providers and by us, including medical
record reviews conducled as part of our dota and payment accuracy compliance efforts, the use of health and well-being
nsscysments, atd our fraud detection efforts. We believe that this request for information is in connection with a wider
review of Medicare Risk Adjustment generaily that includes a number of Medicare Advantage plans, providers and
vendors. We continue o cooperate with and voluntarily respond to the information requests from the Department off
Justice and the U S, Attorney’s Office. These matters are expected 1o result in additional qui tam litigation,

On June 16, 2015, the U S. Attomey’s Office filed a Declination Notice, indicating its intemt not o iniervene, in
connection with & civil qui tam suit captioned U.S. ex rel. Ramsey-Ledesma v, Censeo, et al., and the Court ordered the
complaint unsealed. Subsequently, the individual plaintifT filed a second amended complaint and served the Company,
opting to continuc to pursue the action. The plaintiff's second amended complaint names several other defendants,
including CenseoHealth. On January 8, 2016, we nnd the other defendants each filed » motion to dismiss the second
amended complaint,

Litigation Related to the Merger

in connection with the Merger, three putative class action complaints were filed by purporied Humana stockholders
challenging the Merger, two in the Circuit Court of Jefferson County, Kentucky and one in the Court of Chancery of the
State of Delawarc. The complaints arc captioned Solak v, Broussard et sl , Civ. Act. No. 15C103374 {Kentucky
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state court), Litwin v. Broussard et al,, Civ. Act. No. 15C104054 (Kentucky state court) and Scott v Humana Inc. ¢t al,,
C.A_ No. 11323-VCL (Delaware state court). The complaints name as defendants each member of Humana's board of
directors, Aetna, and, in the cuse of the Delaware complaint, Humana. The complaints gencrally allege, among other
things, that the individual members of our board of directors breached their fiduciary duties owed to our stockholders by
entering into the Merger Agreement, approving the mergers as contemplated by the Merger Apreement, and failing to take
steps to maximize the value of Hurnana to our stockholders, and that Aetna, and, in the case of the Delaware complaint,
Humana aided and abetted such breachcs of fiduciary dutics. In addition, the compleints allege thet the merger
undervalues Humana, that the process leading up to the exceution of the Merger Agreement was flawed, that the members
of our boerd of dircclors improperly placed their own financinl inferests ahead of those of our stockholders, and that
certain provisions of the Merper Agreement improperly favor Actna and impede a poiential alternative transaction
Among other remedies, the complaints seck equitable relief rescinding the Merger Agreement end enjoining the
defendants from comnpleting the mergers 2s well as costs and attormneys’ fees We refer to all these cases collectively in this
report os the Merger Litigation On August 20, 2015, the partics in the Kentucky state cascs filed a stipulation and
proposcd order with the court to consolidate these cases into a single action captioned In re Humana Inc. Shareholder
Litigation, Civ. Act No. (5C103374.

On October 9, 2015, solcly to avoid the costs, risks, and uncertainties inherent in litigation, and without admitting any
liability or wrongdoing, we and ihe other named defendants in the Merger Litigation signed a memorandum of
understanding, which we refer to as the MOU, to settle the Merger Litigation. Subject to court spproval and further
definitive documentation in a stipulation of settlement that will be subject to customary conditions, the MOU resolved the
claims brought in the Mesger Litigation and provided that we would make certain additional disclosures related to the
proposed mergers. The MOU further provided for, among other things, dismissal of the Merger Litigation with prejudice
and o release and settlement by the purported class of our stockholders of all claims against the defendants and their
affiliates and agenis in connection with the Mcrper Agreement and transaclions and disclosurcs refated to the Merger
Agreement. The asseried claims will not be reieased until such stipulation of settlement receives court approval The
foregoing tcrms and conditions will be defined by the stipulation of settlement, and class members will receive a scparate
notice describing the settlement terms and their rights in connection with the approval of the settiement. In connection
with the scttiement, the partics contemplate that plaintiffs’ counsel will file a petition for an award of attorncys’ fees and
expenses. We will pay or cause to be paid any court awarded sttorneys® fees and cxpenses. There can be no essurance that
the parties will ultimately enter into a stipulation of scttlement or that a court will approve such settlement even if the
partics were to enter into such stipulation. In such cvent, the proposed scitlement as comtemplated by the MOU may be
terminated, Because the MOU contemplates thut the Kentucky court will be asked 1o approve the settlement, the plaintiffs
have already withdrawn the Delaware case,

Other Lawsuits and Regulatory Matiers

Our current and past business practices are subject to review or other investigations by various siate insurance and health
care regulatory authorities and other state and federal regulatory authorities, These authorities regularly scrutinize the
business practices of health insurunce, health care delivery and benefits companies. These reviews focus on numerous
facets of our business, including claims payment practices, stotutory capital requircments, provider contracting, risk
adjustmenl, competitive practices, commission payments, privacy issues, utilization management practices, pharmacy
benefits, occess to care, and sales practices, among others. Some of these reviews have historically resulted in fines
imposed on us and sotne have reguired changes to some of our practices. We continuc to be subject to these reviews,
which could result in additional fincs or other senctions being imposed on us or additional changes in socme of our
practices.

We also are invelved in various other lawsuits that arise, for the most part, in the ordinary course of our business
operations, certain of which may be styled as closs-action lawsuits. Among other matters, this litigation may include
employment matters, claims of medical malpractice, bad faith, nonacceptance or termination of providers, aaticompetitive
practices, improper rate sciting, provider contract rate disputes, failure to disclose network discounts ond various other
provider srrangements, general contractual mattecs, intellectual property matters, and challenges to subrogation practices.
For example, o number of hospitals and other providers have asserted that, under their network provider contracts, we are
not entitled to reduce Medicare Advantage payments to these providers in connection with changes in Medicare payment
systems and in accordance with the Balanced Budget and Emergency Deficit Conirol
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Act of 1985, as amended (commeonly refcrred to as “scquesiration”). Those challenges have led and could lead to
arbitration deimands or other litigation. Also, under stale guaranty assessment laws, including those rclated to state
cooperalive failures in the industry, we may be assessed (up to prescribed limits) for certain obligations to the
policyholders and claimanis of insolvent insurance companies that write the same line or lines of business as we do.

As a government contractor, we may also be subject 1o qui tam litigation brought by individuals who seek to sue on
behali’ of the govemment, alleging that the government contractor submitied false claims to the government including,
among ather allegations, those resulting from coding and review practices under the Medicare risk adjustment model. Qui
tam litigation is filed under seal to allow the povernment an opportunily to investigaie ond to decide if it wishes to
intervene and assume conlrol of the litigation. If the government does not intervene, the lawsuit is unsealed, and the
individual may centinue to prosecute the action on his or her own, on behalf of the govemment. We also are subject to
other allegations of non-performence of contractual obligations to providers, members, and others, including failurc to
properly pay claims, improper policy terminations, challenges 1o our implementation of the Medicare Part D prescription
drug program and other litigation.

A limited number of the claims asserted against us are subject to insurance coverage. Personal injury claims, claims
{or extracontractual damages, carc delivery malpractice, and claims arising from medical benefit denials are covered by
insurance from our wholly owned captive insurance subsidiary and excess carriers, except to the extent that claimants seek
punitive domages, which may not be covered by insurance in certain states in which insurence coverage for punitive
damages is not permitted, In addition, insurance coverage for all or certain forms of linbility hes become increasingly
castly and may become unavailable or prohibitively expensive in the future.

We record accruals for the contingencies discussed in the sections above to the extent that we conclude it is probable
that a liability has been incurred and the amount of the loss can be reasonably estimated. No estimate of the possible loss
or range of loss in excess of amounts accrued, if any, can be made et this time regarding the matters specifically described
above because of the inherently unpredictable nature of legal proceedings, which also may be exaccrbated by various
factors, including: (i) the damages sought in the proceedings arc unsubstantiated or indeterminate; {ii) discovery is not
complete; (iii) the proceeding is in its early stages; (iv) the matters present legal uncertainties; (v) there arc significant
facts in dispute; (vi) there are a lorge number of panties (including where it is uncertain how liability, if any, will be shared
among multiple defendants); or (vii) there is a wide range of potential outcomes

‘The outcome of sny current or future litigation or governmental or intemal investigations, including the matters
described above, cannot be accurately predicted, nor can we predict any resulting judgments, penalties, fines or other
sanctions that may be imposed at the discretion of federul or state regutatory authorities or as a result of actions by third
parties. Nevertheless, it is reasonably possible that any such outcome of litigation, judgments, penalties, fines or other
sanctions could be substantinl, and the outcome of these matters may have a material adverse effect on our results of
operations, financial position, and cash flows, and may aiso affect our reputation.
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17. SEGMENT INFORMATION

On January |, 2015, we realigned certain of our businesses among our repartable segments to comespond with
intemat management reporting changes and renamed our Employer Group segment to the Group scgment. Qur three
reportable segments remain Retail, Group, and Healthcare Services. The more significant realignments included
reclassifying Medicare benefits offered to groups to the Retnil segment from the Group segment, bringing all of our
Medicare offerings, which are now managed collectively, together in onc segment, recognizing that in some instances we
market directly to individuals that are part of a group Medicare account. In addition, we realipned our military services
business, primarily consisting of our TRICARE South Region contract previously included in the Other Businesses
category, lo our Group segment as we consider this contract with the government to be a greup account Prior period
scgment financial information has been recast to conform 1o the 2015 presentation.

We munage our business with three reportable segments: Retail, Group, and Healthcare Services. In addition, the
Other Businesses category includes businesses that are not individually reportable becsuse they do not meet the
guantitative thresholds required by generally accepted accounting principles, These segments are based on a combination
of the type of health plan customer and adjacent businesses centercd on well-being solutions for our health plans and other
customers, as described below. These segment groupings arc consistent with information used by our Chicl Exccutive
OfTicer to assess performance and allocate resources.

The Hetail segment consists of Medicare benefits, marketed to individuals or directly via group accounts, us well as
individual commercial fully-insured medical and specialty health insurance benefits, including dental, vision, and other
supplemental health and financial protection products. Ia addilion, the Retail segment also includes our contract with CMS
to administer the LI.-NET preseription drug plan progrem and contracts with various states to provide Medicaid, dual
eligible, and Long-Tenn Suppont Services benefits, collectively our state-based contracts. The Group segment consists of
employer group commercial fully-insured medical and speciglty health insurance benefits, including dental, visien, and
othcr supplemental health and voluntary insurance benefits, as well as administrative services only, or ASO products, In
addition, our Group segment includes our health and wetlness products (primarily marketed to employer groups) and
military services business, primarily our TRICARE South Region contract. The Healtheare Services scgment includes
services offered 1o our health plan members s wel as to third parties, including pharmacy solutions, provider services,
hume based scrvices, and clinical programs, as well as services and capabilitics 10 advance population health. We will
continue to report under the category of Other Businesses those businesses which do not align with the reportable
segments described above, primarily our closed-black long-term care insurance policics.

Our Healthcare Services intersegment revenues primarily relate to managing prescription drug coverage for members
of our other segments through Humana Pharmacy Solutions®, or HPS, and includes the operations of Humana Pharmacy,
Inc., our mail order pharmacy business These revenues consist of the prescription price (ingredient cost plus dispensing
fee), including the portion to be scttled with the member {co-share) or with the government {subaidies), plus any
pssociated odministrative [ees. Scrvices revenues related to the distribution of prescriptions by third party retait
pharmacies in our networks are recognized when the claim is processed and product revenuves from dispensing
prescriptions from our mail order pharmacics are recorded when the prescription or product is shipped. Our pharmacy
operutions, which are responsible for designing pharmacy benefits, including defining member co-share responsibilities,
determining formulary listings, confracting with retail pharmacics, confirming member eligibility, reviewing drug
utilizotion, and processing claims, act a5 a principal in the amangement on behalf of members in our other segments. As
principal, our Healthcare Scrvices segment reports revenucs on a gross basis including co-share amounts from members
collected by third party retail pharmacies at the point of service.

In addition, our Healthcare Services intersegment revenues include revenues eamed by certain owned providers
derived from risk-based and non risk-based managed care agrecments with our health ptans. Under risk based agreements,
the provider receives a menthly capitated fec that varies depending on the demographics and health status of the member,
for each member assigned to these owned providers by our health plans. The owned provider assumes the cconomic risk
of funding the assigned members' healthcare scrvices. Under non risk-based agreements, our health plans retain the
economic risk of funding the ussigned members' healthcore services. Our Healtheare Services segment reports provider
services revenucs associated with risk-based agreements on & gross basis, whereby capitation fee
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revenuc is recognized in the period in which the assigned members are entitled to receive healthcare services, Provider
gervices revenues associated with non risk-based agreements are presented net of associated healthcare costs

We present our consolidated results of operations from the perspective of the health plans. As a result, the cost of
providing benefits to our members, whether provided vie a third party provider or internally through a stand-alone
subsidiary, is classified as benefits expense and excludes the portion of the cost for which the health plans do not bear
responsibitity, including member co-share amounts and govemment subsidies of $12.3 billion in 2015, $9.7 billion in
2014, und $7.3 billion in 2013. In addition, depreciation and amortization cxpense pssociated with certain businesses in
our Hezltheare Services scgment delivering benefits to our members, primarily associnted with our provider services and
pharmacy operations, are included with benefits cxpense. The amount of this expense was $92 million in 2015, $116
million in 2014, and $93 millien in 2013.

Other than thesc described previously, the accounting policies of each segment arc the same and are described in Note
2. Transactions between reportable segments primarily consist of sales of services rendered by our Healthcare Services
sepment, primarily pharmacy, provider, and home based services as well as clinical programs, to our Retail and Group
customers. Interscgment sales and expenses are recorded et fair value and eliminated in consolidation Members scrved by
our segments often usc the same provider networks, enabling us in some instances to obtain more favorable contract terms
with providers. Our scgmenis also share indirect costs and assets. As a result, the profitability of each segment is
interdependent. We allocate most operating expenses to our scgments. Assets and certain corporate income and expenses
are not allocated to the segments, including the portion of investment income not supporting segment operations, interest
expense on corporate debt, and certain other corporate expenses. These items are managed at a corporale level, These
corporate emounts are reported scparately from our seporiable segments and are included with intersegment ¢liminations
in the tables presenting segment resolts below.

129



00131

10-K Page 131 of 157

Humana Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

Our segment results were as follows for the years ended December 31, 2015, 2014, and 2013:

Mealtheare Other Eliminatlons/
Retail Grouwp Services Dusinesses Corporste Consolidated
{in milligny)
018
Revenues—externat customers
Premiums:
Individual Medicare
Advantage $ 29526 § — 5 — 3 — $ - $ 29526
Group Medicare Advantage 5,588 — - - - 5,588
Medicare siand-alone PDP 3,846 — —_ — — 3,846
Total Medicare 38,960 — —_ - — 38,960
Fully-insured 4,243 5,493 — - - 9,736
Specialty 261 1,055 — - — 1,316
Medicaid and other 2,341 21 - 35 — 2397
Total premiums 45,805 6,569 _ 35 — 52,409
Services revenue:
Provider — 40 655 - - 695
ASO and olher 9 658 — 14 — 681
Pharmacy —_— - 30 - - 30
Total services revenue 9 698 685 14 —_ 1,406
Tolal revenucs—external customers 45,814 7,267 685 49 — 53,815
Intersegment revenucs
Services — 93 17,997 — (18,090) -—
Products —_ — 4,923 — (4,923) —
Total intersegment revenues -_ 93 22,920 —- (23,013) —_
Investment income i34 26 —_ 76 238 474
Total revenues 45,948 7,386 23,605 125 (22,775) 54,289
Operating expenses.
Benefits 39,708 5,266 - 87 (792) 44,269
Qperating costs 5,118 1,769 22481 14 (22,064) 7,318
Depreciation and amertization 192 93 143 — (73) 355
Total operating expenses 45,018 7,128 22,624 1{1]] (22,929) 51,942
Income from opcrations 930 258 981 24 154 2,347
Gain on sale of busincss — e — e 270 270
Interest expense — — — — 186 186
Income before income taxes 3 930 % 258 $ 981 § 24 8 238 § 2,43}

Premium and services revenues derived from our contracts with the federal govemment, as a percentage of our totai
premium and services revenues, was approximately 73% for 2015, compared to 73% for 2014, and 75% for 2013.

Benefits expense for the Retail scgment for 2015 includes $176 million for a provision for probable future losses

(premium deficiency) for individunl commercial medical business compliant with the Health Care Reform Law for the
2016 coverage year as discussed more fully in Note 7,
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Healihenre Other Ediminations/
Retuil Group Services Businesses Corporaie Consolidated
(in miltions)
2014
Revenues—external customers
Premiums:
Individual Medicare Advantage § 25,782 § — 5 — 3 — § — § 25782
Group Mcdicare Advantage 5,490 - _ — - 5,450
Medicare stand-alone PDP 3,404 _ —_ - —_ 3404
Total Medicare 34,676 - — — — 34,676
Fully-insured 3,265 5,339 _ - —_ 8,604
Specialty 256 1,098 — - — 1,354
Medicaid end other 1,255 9 — 51 — 1,325
Total premivms 39,452 6,456 — 5¢ — 45,959
Services revenue;
Provider - 23 1,254 — — 1,277
ASO and other 39 740 -— 9 —_ 788
Pharmacy — - 99 - —_ 99
Total services revenue 39 763 1,353 9 — 2,164
Total revenues—extemal customers 39,431 7219 1,353 60 _— 48,123
Intersegment revenues
Services — 78 15,098 — {15,176) —
Products — —_ 3,749 - (3,749) —
Total intersegment revenues —_ 78 18,847 — (18,925) —
Investment income 97 23 —_ 60 197 mn
Total revenues 39,588 7,320 20,200 120 (18,728) 48,500
Operating expenses
Benefits 33,508 5,130 — 102 {574) 38,166
Operating costs 4,576 1,936 19,307 17 (18,197 7,639
Depreciation and amortization 165 103 155 - (50) 333
Totnl aperating expenses 38,249 7,169 19,462 119 (18,861) 46,138
Income from operations 1,339 151 738 | 133 2,362
Interest expense — —_ —_ _ 192 192
Income (loss) before income taxcs $ 1339 % 151 § 738 § 1 8 59) $ 2,170
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Healihcare Other Eliminstions/
Retail Group Services Butinesses Corparnie Congolidated
(in millions)
2013
Revenues—external customers
Premiums:
Individual Medicare
Advantage £ 22481 § — 3 — 8 - 5 — 5§ 2248
Group Medicare Advantage 4,10 - — — - 4,10
Medicare stand-slone PDP 3,033 — — - — 3,013
Total Medicare 30,224 —_— —_ —_ — 30,224
Fully-insured 1,160 5117 — —_ — 6,277
Specialty 210 1,095 —_ — — 1,305
Medicaid and other 328 25 —_ 670 —_ 1,023
Total premiums 34,922 6,237 - 670 —_ 38,829
Services revenue:
Provider - 21 1,291 —_ _ 1,312
ASO and other 18 714 — 6 - 738
Pharmacy — — 59 - — 59
Total services revenue 18 735 1,350 6 -— 2,109
Total revenues—external customers 31,940 6,972 1,350 676 - 40,938
Intersegment revenues
Services —_ 51 11,890 - (11,941) -
Products — — 2,803 — (2,803) —
Total interscgment revenues e 51 14,693 — (14,744) e
Invesiment income 92 24 e 59 200 375
Taolal revenues 32,032 7.047 16,043 735 (14,544) 41,313
Operating expenses:
Benefits 27,164 4,847 — 962 (409) 32,564
Operating costs 3,232 1,860 15,372 56 (14,165) 6,355
Depreciation and amortization 146 100 151 5 (70) 333
Total operating expenses 30,542 6,807 15,523 1,024 (14,644) 39,252
Income {ioss) from operations 1,490 240 520 (289} 100 2,061
Interest expense — — - - 140 140
Income (loss) before income taxes § 1,490 $ 240 § 520 § (289) § (40) $ 1,921

Benefits expense for Other Businesses for 2013 includes $243 million for reserve strengthening associated with our
closed block of long-term care insurance policies as discussed more fully in Note 18,
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18. EXPENSES ASSOCIATED WITH LONG-DURATION INSURANCE PRODUCTS

Premiums essociated with our long-duration insurance products accounted for approximately 1% of our consolidated
premiums and services revenue for the year ended December 31, 2015, We use long-duration accounting for products such
as long-term care, lifc insurance, annuities, and certain health and other supplemental policies sold to individuals because
they are expected to remain in force for an extended period beyond one year and because premium received in the earlier
ycars i3 intended to pay anticipated benefits to be incurmed in future years. As a result, we defer policy acquisition costs,
primarily consisting of commissions, and amortize them over the estimated life of the policies m proportion to premiums
camed.

In addition, we establish reserves for future policy benefits in recognition of the fact that some of the premium
received in the earlier years is intended to pay anticipated benefits to be incurred in future years. At policy issuance, these
reserves arc recognized on a net tevel premium method based on premium rate increase, interest rate, mortality, morbidity,
persistency (the percentage of policies remaining in-force), and maintenance expense assumptions. The assumptions uscd
to determine the ligbility for fulure policy benefits are established and locked in at the time each contract is issued and
only change if our expected future experience deteriorates to the point that the level of the liability, together with the
present velue of future gross premiums, are not edequate to provide for future expected policy benefits and maintenance
costs {i.e. the loss recognition date). As discussed in Note 2, beginning in 2014, health policies sold to individuals that
conform to the Health Care Reform Law are accounted for under a short-duration medel because premiuma received in the
current year are intended to pay anticipated benefits in that year.

The table below presents deferred acquisition costs and future policy benefits payable associated with our long-
duration insurance products for the years ended December 31, 2015 and 2014,

015 2014
Delerred Fature policy Deferred Future policy
scquisition benelits acqubsition benefits
coala payable coats payable
(= millions)
Other long-term assets $ 135 § — 3 167 $ —

Trade accounts payable and accrued expenses - (64) - (68)
Long-term liebilitics _— (2,151) —_ (2,349)
Total asset {liability) $ 135 § (2,215) § 167 § (2,417)

In addition, future policy benefits payable include amounts of $203 million at December 31, 2015 and $210 million at
December 31, 2014 which are subject to 100% coinsurance agreements as more {ully described in Note 19,

In 2015, we recorded 2 net reduction in benefits expense of $80 million associated with future policy benefits
primarily due to the release of reserves as individual commercial medical members transitioned 1o plans compliant with
the Health Care Reform Law. Benefits expense associated with future policy benefits payable was $32 million in 2014 and
$354 million in 2013. Benefits expense for 2013 included net charges of $243 million associated with our closed block of
long-term care insurance policies discussed further below, Amortization of deferred acquisition costs included in operating
costs was $63 million in 2015, $39 million in 2014, and $55 million in 2013, The increase in amortization in 2015
primarily reflects the effect of existing previously uaderwritten members transitioning o policies compliant with the
Health Care Reform Law with us and other carriers,

Future policy benefits payable include $1.5 billion at December 31, 2015 and 2014 associated with a non-strategic
clased block of long-tern care insurance policies acquired in connection with the 2007 acquisition of KMG, Future palicy
benefits payable includes amounts charged io accumulated other comprehensive income for an additional liability that
would exist on our ciosed-block of long-term care insurance policies if’ unrcalized gains on the sale of the investments
backing such products had been realized and the proceeds reinvested at then current yields. There was no additional
ligbility at December 31, 2015 and $123 million of additional liability at December 31, 2014 Amounts charged to
accumulated other comprchensive income are net of applicable deferred taxes
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Long-term care insurance policies provide nursing home and home health coverage for which premiums are collected
many years in advance of benelits paid, if any. Therefore, our actual claims experience will emerge many years ofler
assumptions have been established The risk of a devintion of the actunl premium rate increase, interest, morbidity,
moriality, persistency, and maintenance expense assumptions from those assumed in our reserves are paricularly
significant to our closed block of long-term care insurance policies. We monitor the loss experience of these long-term
care insurance policies und, when necessary, apply for premium rate increases through a regulatory filing and approval
process in the jurisdictions in which such products were sold. To the exient premium rate increases, interest rates, and/or
loss experience vary from our loss recognition date assumptions, material future adjustments to reserves could be required.

During 2013, we recorded a loss for a premium deficiency The premium deficiency was based on current and
unticipated experience thut had deteriorated from our locked-in assumptions from the previous December 31, 2010 loss
recognition date, particularly as they related to cmerging experience due 1o an increase in life expectancies and utilization
of home heailth care services, Based on this deterioration, and combined with lower interest rates, we determined that our
existing future policy benefits payable, together with the present value of future gross premiums, associated with our
closed block of long-term care insurance policies were not adequate to provide for future policy benefits and maintenance
costs under these policics; therefore we unjocked and modified our assumptions based on current expectstions.
Accordingly, during 2013 we recorded $243 million of additional benefits expense, with o corresponding increase in
future policy benefits payable of $350 million partially offset by a related reinsurance recoverable of $107 million
included in other long-term assets.

Deferred acquisition costs included $26 million and $59 million associated with our individual commercig! medical
policics at December 31, 2015 and December 31, 2014, respectively. Future policy benefits payable associated with our
individual commercial medical policies were $180 million at December 31, 2015 and $297 million at December 31, 2014,
The decline in deferred acquisition costs and future policy bencfits payable primarily reflects the effect of existing
previousiy underwritten members transitioning to policies compliant with the Hendth Care Reform Law with us and other
carmicrs.

19. REINSURANCE

Certain blocks of insurance assumed in acquisitions, primarily life, long-12rm care, and annuities in run-off status, are
subject to reinsurance where some or ail of the underwniting risk related to these policics has been ceded 1o a third party,
{n addition, a lerge pastion of our reinsurance takes the form of 100% coinsurance agreements where, in addition 10 all of
the undenwriting rigk, all odministrative responsibilities, including premium collections and claim payment, have also been
ceded to a third party. We acquired these policies and related reinsurance agrecments with the purchase of stack of
companies in which the palicies were originally written, We scquired these companics for business reasona unrelated to
these particuler policies, including the companies® other producis nnd licenses necessary fo fulfill strategic plans.

A reinsurance agrecment between two entities transfers the underwriting risk of policyholder liabilitics to a reinsurer
while the primary insurer retaing the contractual relationship with the ultimate insured. As such, these reinsurance
agreements do not completely relieve us of our potential Hiability to the ultimate insured. However, given the transfer of
underwriting risk, our potential liability is limited to the credit exposure which exists should the reinsurer be unable to
meet its obligations assumed under these reinsurance agrcements,

Reinsurance recoverables represent the portion of future policy benefits payable and benefits payable that are covered
by reinsurance. Amounts recoverable from reinsurers are estimated in a manber consistent with the methods used to
determing future policy benefits payable as detailed in Note 2, Excluding reinsurance associnted with the Health Care
Refarm Law discussed in Note 2, reinsurance recoverables, included in other current and long-term assets, were $668
million at December 31, 2015 and $646 million at December 31, 2014. The percentape of these rinsurance recoverables
resulting from 100% coinsurance agreements was approximately 43% at December 31, 2015 and approximately 45% at
December 31, 2014 Premiums ceded were $821 million in 2015, $357 million in 2014 and $33 million in 2013. Benefits
ceded were $666 million in 2015, $272 million in 2014, and $70 million in 2013, Ceded premium and benefits reflect a
July 1, 2014 amendment ceding all risk under a Medicaid contract to a third party reinsurer.
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We evaluate the financial condition of these reinsurcrs on a regular basis. These reinsurers are well-known and well-
established, as cvidenced by the strong financiaf ratings at December 31, 2015 presented below:

Total A.M. Best Rating
Reinsurer Recoverable at December 31, 2015
{io mHllons)
Protective Life Insurance Company s 184 A+ (superior)
Munich American Reassurance Company 155 A+ (superior
Employers Reassurance Corporation N A- (excelient)
General Re Lifc Corporation 80 A+ (superior)
All others 148 A+ o B++ (superior to goed)
$ 668

The all other category represents 18 reinsurers with individual balances less than $85 million, Three of these
reinsurers with recoverables of $104 million are subject to trust or funds withheld accounts, requiring amounts at least
equal to the total recoverable from each of these reinsurers.
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Report of Independent Registered Public Accounting Firm
Tao the Board of Directors and Stockholders of Humana Inc

In our opinion, the consolidated balance sheets and the related consolidated statements of income, of comprehensive
income, of stockholders® equity and of cash flows present fairly, in all material respects, the financial position of Humana
Inc. and ity subsidiaries at December 31, 2015 and 2014, and the results of their operations and their cash flows for each of
the three years in the period endcd December 31, 2015 in conformity with accounting principles generally accepted in the
United States of America, In addition, in our opinion, the financial statement schedules listed in the index appearing under
Item 15(a)(2) present fairly, in all material respects, the information set forth therein when read in conjunction with the
related consolidated financiol statements. Also in our opinion, the Company maintained, in all material respects, effective
internal control over financial reporting as of December 31, 2015, based on criteria established in fnternal Control -
Integrated Framework (2013) issucd by the Committee of Sponsoring Organizations of the Treadway Commission
(COS0). The Company's management is responsible for these financial siatements and financial statement schedules, for
maintaining effective intemal control over finencial reporting and for its assessment of the effectiveness of intemal control
over financial reporting, included in Management's Report on Internal Control Over Financial Reporting appearing under
ftem 9A Qur responsibility is 10 cxpress opinions on these financial stetements, en the financial statement schedules, and
on the Company's internal control over financial reporting based on our integrated sudits. We conducted our sudits in
accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards
require that we plan and perform the audits to obtain reasoneble assurance about whether the financial statements are free
of material misstatement and whether effective internal control over financial reporting was maintained in 2!l material
respects. Our audits of the financial statements included examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements, assessing the accounting principles used and significant estimates made by
maonagement, and evaluating the overal]l financial statement presentation. Qur audit of interna! control over financial
reporting included obtaining an understanding of intemal control over financial reporting, assessing the risk that a material
weakness exists, and testing and evaluating the design and operating effectiveness of intermal control based on the
nssessed risk. Our audits glso included performing such other procedures as we considered necessary in the circumstances.
We believe thot our audils provide a reasonable basis for our opinions.

A company's intemal control over finencial reporting is e process designed to provide reasonable assurance regerding the
reliability of financial reporting and the preparation of financia! statements for external purposes in accordance with
generally accepted accounting principles. A company's intemel control over financial reporiing includes thosc policies
and procedures that (i) pertain 1o the maintenance of records that, in ressonable detail, accurately and fairly reflect the
transactions and dispositions of the asscts of the company; (i} provide reasonable assurance that transactions are recorded
29 necessary 1o permil preparation of financial statements in accordance with generally accepted accounting principles,
ond that receipts and expenditures of the company are being made only in accordance with authorizations of management
and directors of the compony; and {iii) provide reasonable assurance reparding prevention or timely detection of
unauthorized acquisition, use, or disposition of the company's assets that could have & material effect on the financial
statemncents

Because of its inherent limitations, intemal control aver financial reporting may not prevent or deleet misstatements. Also,
projections of any cvaluation of effectivencss to future periods are subject to the risk thut controls may become inadequate
because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

{s/ PricewaterhouseCoopers LLP

Louisville, Kentucky

February 18, 2016
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A summary of our quaricrly unaudited results of operations for the years ended December 31, 2015 and 2014 follows;

108
Fieat Second Third Fouweih {2}
(in millions, except per share results)
Total revenues $ 13,833 § 13,732 $ 13363 § 13,361
Income before income taxes 744 793 648 246
Net income 430 431 kit 101
Basic carnings per commeon share 5 286 $ 283 § 211 3§ 068
Diluted camings per common share (1) 5 282 § 285 § 209 % 067
2014
First Second Third Fourth
{in millions, except per share resutis)
Tolal revenues $ nnz s 12222 § 12238 § 12,328
Income before income taxes &86 646 551 287
Net income 368 344 290 145
Basic earnings per common share $ 237 $ 225 1.87 § 296
Diluted eamings per common share (1) 5 235 § 219 % 185 § 094

(1) The calculation of diluted camings per common sharc is based on the weighicd average shares outstanding during
each quarter and, accordingly, the sum may not equal the total for the year

{2) The fourth quarter of 2015 includes an expense of $176 millien {$112 million ofter tax, or $0.74 per diluted common
share) for & premium deficiency reserve associated with our individual commercial medical policies compliant with
the Health Care Reform Law associated with the 2016 coverage year.
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

Not applicable.

ITEM 9A. CONTROLS AND PROCEDURES
Management’s Respansibility for Financial Statements and Other Information

We are responsible for the preparation and integrity of the consolidated financial statements appearing in our Annuat
Report. The consolideted financial stotements were prepared in conformity with accounting principles generally sccepted
in the United States and include amounts based on our estimates and judgments. Al other financial information in this
report has been presented on a basis consistent with the information included in the financiak statements.

Qur control environment is the foundation for our system of intemal control over financial reporting and is embodied
in our Code of Ethics and Business Conduct, which we currently refer to as the Humana Inc Ethics Every Day It scts the
tone of our organization and includes factors such as integrity and ethical values, Qur infernal control over financial
reporting is supported by formal policies and procedures which are reviewed, modified and improved as changes oceur in
business conditions and operations.

The Audit Commitiee of the Board of Rircctors, which is composed solely of independent outside directors, meets
periodically with members of management, the iniemal auditors and our independent registered public accouating firm to
review and discuss intemnal controls over financial reporting and accounting snd financizl reporting matters. Our
independent registered public accounting firm and intermal auditocs report to the Audit Committee and accordingly have
full and free access to the Audit Committee at any lime,

Evaluation of Disclesure Controls and Procedures

We have established disclosure controls and procedures o ensure that material information relating to the Company,
including its consolidated subsidiarics, is mede known to members of scnior management and the Board of Directors.

Based on our evaluation as of December 31, 2015, we as the principa! executive officer and the principal ftnancial
officer and the principal accounting officer of the Company have concluded that the Company's disclosure controls and
procedures (ps defined in the Securities Exchange Act of 1934) are effective lo ensure that the information required to be
disclosed by the Company in the reports that it files or submits under the Securitics Exchange Act of 1934 is recorded,
processed, summerized and reported as specificd in Securitics and Exchange Commissien rules and forms.

Management’s Report on Internal Control Over Flaancial Reporting

We are responsible for establishing and maintaining cffective intemal contro! over financial reporting as defined in
Rule 13a-15(f} under the Securities BExchange Act of 1934, The Company's intenal control over financial reporting is a
process designed to provide rcasonnble assurance regarding the celiability of finuncial reporting and the preparation of
financial statements for external purposes in accordance with generally accepted occounting principles. A company's
internal contrel over financial reporting includes those policies and procedures that (i) pertain to the maintenance of
records that, in reasonable detail, accuraiely and faitly reflect the transactions and dispositions of the assets of the
company; {ii} provide reasonable assurance that transactions are recorded as necessary to permit preparation of financiol
statemcnts in accordance with generally accepted accounting principles, and that receipls and expenditures of the company
are being made only in accordance with authorizations of management and directors of the comnpany, and (jii) provide
reasonable assurance regarding prevention or limely detection of unauthorized acquisition, use, or disposition of the
company's assets that could have a material effect on the financial statements.

Becausc of its inhercni limitations, intemal control over financial reporting may not prevent or delect misstatements
Also, projections of any evaluation of effectiveness to future periods ere subject to the risk that controls may become
inadequate or that the degree of compliance with the policics or procedures may deteriorate
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We assessed the effectiveness of the Company's internal control over financial reporting as of December 31, 2015 In
making this assessment, we used the criteria set forth by the Commitiee of Sponsoring Organizations of the Treadway
Commission (COSO) in Internal Control — Integrated Framework (2013). Based on our assessment, we determined that,
a8 of December 31, 2015, the Company’s internal contrel over financial reporting was effective based on those criteria.

The cffectivencas of our intemal control over financial reporting as of December 31, 2015 has been audited by
PricewaterhouseCoopers LLP, our independent registered public accounting firm, who also audited the Company's
consolidated financial statements included in our Annual Report on Form 10-K, us stated in their report which appears on
page 136.

Changes in Internal Control over Finaaclal Reporting

There have been no changes in the Company’s internal control over financial reporting during the quarter ended
December 31, 2015 that have materially affected, or are reasonably likely to materially affect, the Company's intemal
control over financial reporting.

Bruce D Broussard
President and Chiel Executive Officer (Principal Executive Officer)

Brian A Kane
Senior Vice President and Chief Financial Officer (Principal Financial Officer)

Cynthia H. Zipperle
Vice President, Chief Accounting Officer and Controller {Principal Accounting Officer)

ITEM 9B. OTHER INFORMATION

Nope,
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PART 111

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

Directors

The information required by this Item is herein incorporated by reference from our Proxy Statement for the Annual
Meeting of Stockholders scheduled to be held on April 21, 2016 appearing under the coption “Proposal Gne: Election of
Direclors” in such Proxy Statement.

Executive Officers of the Registrant

Set forth below are names and ages of all of our current executive officers as of February 1, 2016, their positions, and
the date first elected an officer:

First

Flected
Name Age  Position OMcer
Bruce D, Broussard 53 President and Chief Executive Officer, Director 12241 (1)
James E. Murray 62  Executive Vice President and Chief Operating Officer 08/50 (2)
Roy A. Beveridge, M.D. 58  Senior Vice President and Chicl Medical Officer 0613 (3)
Jody L. Bilney 54  Scnior Vice President and Chief Consumner Officer 04713 (4)
Christopher 1. Hunter 47  Senior Vice President end Chief Strategy Officer 04 (5)
Timothy S. Huval 49 Senior Vice President and Chiel' Human Resources Officer 1212 (6)
Brinn A, Kans 43 Scnior Vice President and Chief Financial Officer 064 (1)
Christopher Kay 50  Senior Vice President and Chief Innovation Officer 03/14 (8)
Brian P. LeClaire 55  Senior Vice President and Chief Information Qificer 08111 (9
Heidi S, Margulis 62  Senior Vice President — Corporate Affairs 1295 {10)
Christopher M. Todoroff 53 Senior Vice President and Generasl Counsel 0808 (11)
Cynthia H. Zipperle 53 Vice President, Chief Accounting Officet and Controller 1214 (1)

(1) Mr. Broussard currently serves as Director, President and Chicf Exccutive Officer (Principal Executive Officer),

(2

G

)

)

having held these positions since January 1, 2013, Mr. Broussard was elected President upon joining the Company
in December 2011 and served in thal capacity through December 20f2, Prior to joining the Company,
Mr. Broussard was Chiel Exccutive Officer of McKesson Specialty/US Oncology, Inc. US Oncology was
purchased by McKesson in December 2010 At US Oncology, Mr. Broussard served in a number of senior
executive roles, including Chief Financial Officer, Chief Executive Officer, and Chairman of the Board,

Mr. Murray currently serves as Executive Vice President and Chief Operating Officer, having held this position
since December 2011, Mr, Murray has heid the position of Chief Operating Officer since February 2006, and was
the Chief Operating Officer — Market and Business Segment Operations from September 2002 to February 2006
Mr. Mumzy joincd the Company in December 1989

Dr, Beveridge currently serves as Senior Vice President and Chiel Medical Officer, having held this position since
joining the Company in June 2013. Prior o joining the Company, Dr. Beveridge served as Chiel Medical Officer
for McKesson Specialty Health from December 2010 until June 2013, Prior to McKesson's acquisition
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of US Oncology, Dr. Beveridge served as the Executive Vice President and Medical Director at US Oncolagy from
September 2009 through December 2010

{#) Ms._ Bilney currently serves as Senior Vice President and Chief Consumer Officer, having held this posilion since
joining the Company ins April 2013. Priot to joining the Company, Ms Bilney served as Executive Vice President
and Chief Brand Officer for Bloomin® Brands, Inc. from 2006 until Apri) 2013,

(5) Mr. Hunter currently serves as Senior Vice President and Chiefl Strategy OfTicer, having held this position since
joining the Company in January 2014. Prior to joining the Company, Mr. Hunter served as President of Provider
Markets at The TriZetto Group, Inc from July 202 until December 2013, and as Senior Vice President, Emerging
Markets ot BlueCross BlueShield of Tenncssee {rom 2009 through July 2012. While at BiueCross BlueShield of
Tennessee, Mr. Hunter was simultaneously Prestdent and Chief Executive Officer of Onlife Health, 2 national
health and wellness subsidiary of BlueCross BlueShield of Tennessee

(6) Mr, Huval currently serves as Sentor Vice President and Chief Human Resources Officer, having been elected to
this position in December 2012. Prior to joining the Company, Mr. Huval spent 10 years ot Bank of America in
multiple senior-level roles, including Human Resources executive and Chief Information Officer for Global
Wealth & Investment Management, as well as Human Resources executive for both Global Treasury Services and
Technology & Global Operatians.

(7) Mr Kane currently serves as Senior Vice President and Chief Financial Officer, having been elecied to this
position in June 2014, Prier to joining the Company, Mr. Kane spent nearly 17 years at Goldman, Sechs & Co As
a mansging director, hc was responsible for clicnt rclationships as well as for leading strategic and financing
transactions for 8 number of companies in multiple industrics.

(8) Mr Kay cumently serves of Senior Vice President and Chief Innovation Officer, having been elected 1o this
position in March 2014. Prior to joining the Company, Mr. Kay was most recently Managing Dircctor and CEQ off
Citi Ventures, Citigroup’s global corporate venturing urm, Prior to jeining Citi in 2007, Mr. Kay held sever}
Jeadership positions at Target over a 12-year period.

(9) Mr., LeClaire currently serves as Senior Vice President and Chicef Information Officer, having held this position
since January 2014, Prior to that, he served as Senior Vice President and Chiel’ Service and Information Officer
from August 2011 to Jenuary 2014, and as Chiel Technology Officer from 2002 fo August 2011 Mr. LeClaire
joined the Company in August 1999,

(10)Ms, Margulis currently scrves as Senior Vice President — Cotporate Affairs, having held this position since January
2000. Ms. Marpulis joined the Company in November 1985,

{11)Mr, Todoroff cumently serves ns Senior Vice President and General Counsel, having held this position since
August 2008, Prior lo joining the Company, Mr. Tedoroff served as Vice President, Senior Corporate Counsel and
Corporate Secretary for Actna Inc. from 2006 through July 2008, Mr Todoroff joined Actnn’s Legal Depantment
in 1995 and held various positions of increasing responsibility,

{12)Mrs. Zipperle currently serves as Vice President, Chief Accounting Officer and Controller, having held this
position since December 2014, Mrs, Zipperle previously served as the Vice President - Finance from Sanuary 2013
until her election to her current role, and as the Assistent Controller from January 1998 until January 2013,

Executive officers are elected annually by our Board of Directors and serve until their successors are elected or until

resignation or removal. There are no family relationships ameng any of our exccutive officers.

Sectlon 16(a) Beneficial Ownership Reporting Compliance

The information required by this licm is herein incorporated by refcrence from our Proxy Statement {or the Annual

Meeting of Stockholders scheduled to be held on April 21, 2016 appearing under the caption “Section 16(a) Beneficial
Ownership Reporting Compliance™ of such Proxy Statement.
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Code of Conduct for Chief Executive Officer and Senlor Financial Officers

We have sdopied a Code of Conduct for the Chicf Execulive Officer and Senior Financial Officers, violations of
which should be reported to the Audit Committee. The code may be viewed through the Investor Refations section of qur
web site at www humana.com. Any smcndment to or waiver of the application of the Code of Conduct for the Chief
Executive Officer and Senior Financial OfTicers will be prompily disclosed through the [nvestor Relations scction of qur
web site al www.humana.com.

Code of Business Conduct and Ethlcs

Since 1995, we have operated under sn omnibus Code of Ethics and Business Conduet, currently known as the
Humana Inc. Ethics Every Day. All employees and directors are required to annually affirm in writing their acceptance of
the code. The Humana Inc, Ethics Every Day was adopted by our Board of Directors in June 2014, replacing a previous
iteration of our Code of Ethics and Business Conduct — the Humana Inc Principles of Business Bthics ~ as the document
1o comply with the New York Stock Exchange Corporate Governance Standard 303A.10. The Humana Ing, Ethics Every
Day is available on our web site at www humane.com. Any waiver of the application of the Humana Inc. Principles of
Business Ethics to directors or executive officers must be made by the Board of Directors and will be promptly disclosed
on our web site at www.humane com

Corporate Governance Ifems

We have made available free of charge on or through the Investor Relations section of our web site at
www. humana.com our annual reports on Form 10-K, quarterly reports on Form 10-Q, proxy statements, and all of our
other rcports, and, if applicable, amendments to those reports filed or fumished pursuant to Section 13(a) of the Exchange
Act, a3 soon as teasonably practicable after we electronically file such material with, or fumish it to, the SEC. Also
available on our Internet web site is information about our corporate governance, including:

«  adetenmination of indcpendence for each member of our Board of Directars;
+  the name, membership, role, and charter of each of the various committees of our Board of Directors;
»  the name(s) of the directors designated as a financial expert under rules and regulations promulgated by the SEC;

»  the responsibility of the Company's Lead Independent Director, if applicable, to convene, set the agenda for, and
lead executive sessions of the non-management dircctors;

*  the pre-approval process of non-audit services provided by our independent accountants;

*  gur by-laws and Certificate of Incorporation;

«  our Majority Vote policy,

»  our Related Perzons Transaction Policy,

+  the process by which interested partics can communicate with directors,

» the process by which stockholders can make director nominations (pursuant 1o our By-laws);

*  our Corporate Govenance Guidelines;

+ ouf Policy Regarding Transactions in Company Securities, Inside Information and Confidentiality;
=  Stock Ownership Guidelines for directors and for exccutive officers;

*  ihe Humana Inc, Ethics Every Day and any waivers thereto, and

«  the Code of Conduct for the Chiel Executive Officer and Senior Financial Officers and any waivets thereto.

Additional information about these items can be found in, and is incorporated by reference to, our Proxy Statement
for the Annual Mceting of Stockholders scheduled to be held on April 21, 2016.

Materlal Changes to the Procedures by which Security Holders May Recommend Nominees (o the Registrant’s Board
of Directors

None,
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Audit Committee Financlal Expert

The information required by this Item 15 herein incorporated by reference from pur Proxy Statement for the Annual
Meeting of Stockholders scheduled to be held on Aprit 21, 2016 appearing under the caption “Corporate Governance —
Audit Committes” of such Proxy Statement

Auadlt Committee Composiiivn and Independence

The information required by this Ttem is herein incorporated by reference from our Proxy Statcment for the Annual
Meeting of Stockholders schediled to be held on April 21, 2016 appearing under the caption “Corporete Governance —
Committee Membership and Aitendance” of such Proxy Statement

ITEM 11. EXECUTIVE COMPENSATION

Additional information required by this Item is incorporated herein by reference from our Proxy Statement for the
Annual Meeting of Stockholdecs scheduled 10 be held on April 21, 2016 appeating under the captions “Corporate
Governange — Organization & Compensation Committce -~ Compensation Committes Interlocks and  Insider
Participation,” “Director Compensation,” “Compensation Discussion and Analysis," “Organization & Compensation
Committee Report,” and “Exccutive Compensation™ of such Proxy Statement.

ITEM 12, SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND
RELATED STOCKHOLDER MATTERS

Eguity compensation plan information

We maintain plans under which options to purchase our commeon stock and awards of restricted stock may be made to
officers, dircctors, key employees, and consultanis. Stock options are granted with an exercise price equal to the fair
market value of the underlying common stock on the date of grant. Our siock plans, as approved by the Board of Directors
and stockholders, define fair market value as the average of the highest and lowest stock prices reported on the composite
tape by the New York Stock Exchange on & given date. Exercise provisions vary, but most options vesi in whole or in part
1 to 3 years after grant and expire up to 7 years alter grant,

Information concerning stock option awards and the number of securities remaining available for future issuance
under our equity compensation plans in effect as of December 31, 2015 follows:

(x)
{m) (b) Nurber of securities
Nuwber of securities Weighted-nverage remaining avatiable for
to be ispued upon exerche price of Tuture issusnce under
ise of outstanding ding equity compensation plans
opliens, warrants oplions, warranis (exciuding securitics
Flan category nnd vights und righls reflecied in column(a))
Equity compensation plans approved by
security holders (1) 835123 § 121.889 8,734,399 (2X3)
Equity compensation plans not upproved
by security holders o — —
Total 835,123 % 121.889 8,734,399

{1) The above table does not include awards of sharcs of restricted stock or restricted stock units. For information
concerning these awards, see Note {3

(2) The Humena Inc. 2011 Stock Incentive Plan was approved by stockholders at the Annual Meeting held on
April 21,2011 OnJuly 5, 2011, 18.5 million shares were registered with the Securities and Exchange Commission
on Form S-8.

(3) Of the number listed above, 3,814,148 can be issued as restricted stock at December 31, 2015 (giving effect to the
provision that one restricted share is equivalent to 2.29 stock options in the 2011 Plan).
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The information under the captions *“Security Ownership of Certain Beneficial Owners of Company Common Stock”
and “Sccurity Ownership of Directors and Executive Officers” in our Proxy Stetement for the Annual Meeting of
Stockholders scheduled to be held on April 21, 2016, is herein incorporated by reference

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTCR
INDEFENDENCE

The information required by this ftem is herein incorporated by reference from our Proxy Statement for the Annual
Meeting of Stockholders scheduled to be held on April 21, 2016 appearing under the captions “Certain Transactions with
Management and Others” end “Corporate Governance — Independent Directors™ of such Proxy Statement.
ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

The information required by this ltem is herein incorporated by reference from our Proxy Statement for the Annual

Meeting of Stockhalders scheduled to be held on April 21, 2016 appearing under the caption “Audit Commitice Report”
of such Proxy Statement
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PART IV

ITEM 15, EXHIBITS, FINANCIAL STATEMENT SCHEDULES

(a) The financial statements, financial statcment schedules and exhibits set farth below are filed as part aff
this report,

{t) Fina:t‘cial Statements - The response to this portion of Ttem 15 is submitted as Ttem 8 of Part [§ of this
feport.

{2) The following Consolidated Financial Statement Schedules are included hercin:
Schedule 1 Parent Company Financial Information
Schedule 11 Valuation and Qualifying Accounts

All other schedules have been omitted because they are not applicable
(3).  Exhibits:

21 Agreement and Plan of Merger, dated as of July 2, 2015 among Ac¢tna Inc, Eche Merger Sub, Inc., Echo
Merger Sub, LL.C and Humana Inc. (incorporated herein by reference 1o Exhibit 2.1 to Humana Inc.’s Current
Report an Form 8-K filed on July 7, 2015).

3n) Restated Certificate of Incorporation of Humana Inc. filed with the Secretary of State of Delaware on
November 9, 1989, as restated to incorporate the amendment of January 9, 1992, and the correction of March
23, 1992 (incorparated herein by reference to Exhibit 4(i) to Humane Inc.’s Post-Effcctive Amendment No | to
the Registration Statement on Form S-8 (Reg. No. 33-49305) filed February 2, 1994),

(b} By-Laws of Humana fnc,, as amended on January 4, 2007 (incorporated herein by reference to Exhibit 3 to
Humana Inc ’s Annual Report on Form 10-K for the year ended December 31, 2006).

4(8) Indenture, dated as of August 5, 2003, by and between Humana Inc. and The Benk of New York, as trusice
(incorporated herein by reference to Exhibit 4.1 to Humana Inc.’s Quarterly Report on Form 10-Q for the
quarier ended Seplember 30, 2003).

(b) First Supplemental Indenture, dated as of August 5, 2003, by and between Humana Inc. and The Bank of New
York, as trustee {incorporated herein by reference to Exhibit 4.2 to Humana Inc.’s Quarterly Report on Form
10-Q} for the quarter ended Scptember 30, 2003).

(c) Second Supplemental Indenture, deted as of May 31, 2006, by and between Humana Inc. and The Bank of New
York Trust Company, N A, as trusiee (incorporated herein by refercnce to Exhibit 4.1 to Humana Inc.'s
Current Report on Foarm 8-K filed on May 31, 2006)

(d) ‘Third Supplemental Indenture, dated as of June 5, 2008, by and between Humana Inc. and The Bank of New
York Trust Company, N A, as trustee (incorporated herein by reference to Exhibit4.]1 to Humana Inc.'s
Current Report on Form 8-K filed on June 5, 2008)

{c) Fourth Supplemental Indenture, dated as of June 5, 2008, by and between Humana Inc. and The Bank of New
York Trust Company, N A, os itustee {incorpurated herein by reference to Exhibit4.3 to Humana Inc.’s
Current Report on Form B-K filed on Junc 5, 2008).

(3] Indenture, dated ns of March 30, 2006, by and between Humana Inc. and The Bank of New York Trust
Company, N A, as trustee (incorporated herein by reference to Exhibit 4 2 to Humana Inc’s Registration
Statement on Form §-3 filed on March 31, 2006)

® There are no instruments defining the rights of holders with respect to jong-term debt in excess of 10 percent of
the total assets of Humona Inc. on a consolideted basis, Other long-term indebtedness of Humana Inc. is
described herein in Note 12 to Consolidated Financial Statements. Humana Inc. agrees to fumish copies of all
such instruments defining the rights of the holders of such indcbtedness not otherwise filcd as an Exhibit to this
Annual Report on Form 10-K to the Commission upon request.

145

00146



00147

10-K

U]

M

W

(k)

M

10(a)*t

b4

(O

Oy

(e*

(o

@

(hy*

@y

ar

(k)

o

Page 147 of 157

Fifth Supplemental indentuce, dated as of December 10, 2012, by and between Humana Inc. ond The Bank of
New York Mellon Trust Company, N A., as trustee (incorporaicd herein by reference to Exhibit 4.1 10 Humana
Inc,*s Current Repont on Form 8-K filed on December 10, 2012),

Sixth Supplemental Indenture, dated as of December 10, 2012, by and between Humana Inc. and The Bank of
New York Mellon Trust Company, N.A., a8 trustee (incorporated herein by reference to Exhibit 4.3 to Humana
Inc."s Current Report on Form 8-K filed on December 10, 2012),

Seventh Supplemental Indenture, dated as of September 19, 2014, by end between Humena Ing. and The Bank
of New York, Mellon Trust Company, N A, as trusiee (incorporated herein by reference 1o Exhibit 4 2 to
Humana Inc 's Current Report on Form 8-K filed on September 19, 2014)

Fighth Supplemental [ndenture, dated as of September 19, 2014, by and between Humana Inc. and The Bank of
New York Mellon Trust Company, N.A , as trustee (incorporated herein by reference to Exhibit 4.4 to Humana
Inc.’s Current Report on Form 8-K filed on September 19, 20i4).

Ninth Supplemental Indenture, dated as of September 19, 2014, by and between Humana Inc. and The Bank of
New York Mellon Trust Company, N A., as trusiee (incorporated herein by reference to Exhibit 4.6 to Humana
Inc.’s Current Repori on Form 8-K filed on September 19, 2014),

Form of Company’s Restricted Stock Unit Agreement and Agreement not to Compete or Solicit under the 2011
Stock Incentive Plan (with retirement provisions)

Form of Company’s Restricted Stock Unit Agreement and Agreement not to Compete or Solicit under the 2081
Stock Incentive Plan {without retirement provisions).

Humana Inc Amended and Restated 2003 Stock Incentive Plan {incorporated herein by reference to Appendix
A to Humana Inc.'s Proxy Statement with respect to the Annual Meeting of Stockholders held on April 27,
2006)

Humane Inc. Execulive Management Incentive Compensation Plan, as smended and restated February 1, 2008
(incorporated herein by reference to Appendix A to Humana Inc.’s Proxy Staiement with respect to the Annual
Meeting of Steckholders hield on April 24, 2008).

Form of Change of Conirol Agreement {incorporated herein by reference lo Exhibit 102 to Humana Inc.'s
current report on Form 8-K filed on February 24, 2014).

Trust under Humana Inc. Deferred Compensation Plans (incorporated herein by reference to Exhibit 10(p) to
Humana Inc *s Annual Report on Form 10-K for the fiscal year ended December 31, 1599),

‘The Humana Inc Deferred Compensation Plan for Non-Employce Directors (a3 amended on October L8, 2012)
(incorporated herein by reference to Exhibit 10(m} to Humana Inc *s Annual Report on Form 10-K for the fiscal
year ended December 31, 2012).

Severance policy s amended and restated on October 23, 2007 (incorporaied herein by reference to Exhibit 10
(r) to Humana Inc.’s Annual Report on Form 10-K for the fiscal year ended December 31, 2007).

Humena Inc. Deferred Compensation Plan (incorporated herein by reference to Exhibit 4.1 to the Company’s
Repistration Statement on Form 5-8 (Reg. No. 333-171616), filed on January 7, 2011).

Humana Retirement Equalization Plan, as amended and restated s of January 1, 2011 (incorporated herein by
reference to Exhibit 10(p) to Humana Inc.’s Annual Report on Form 10-K filed on February 17, 2011).

Letter agreement with Humana Inc. officers conceming health insurance availability (incorporated herein by
reference to Exhibit |0{mm) to Humana Inc.’s Annual Report on Form [0-K for the fiscal year ended
December 31, 1994)

Exceutive Long-Term Disability Program (incorporated herein by reference 1o Exhibit 10(a) to Humana Inc.’s
Quarterly Report on Form 10-Q for the quarter ended September 30, 2004).
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Indemnity Agreement (incorporated herein by reference 1o Appendix B to Humana Inc,'s Proxy Statement with
respect to the Apnual Mecting of Stockholders held on January 8, 1987).

Form of Company's Restricted Stock Unit Agreement with Time/Performance Vesting and Agreement not to
Compete or Solicit, under the 2011 Stock Incentive Plan (incorporated herein by reference to Exhibit 10(1) to
Humana Inc s Annual Report on Form 10-K/A filed on January 30, 2014).

Form of Company's Restricted Stock Unit Agreement and Agreement not te Solicit under the 2011 Stock
Incentive Plan (with retitement provisions).

Summary of the Company’s Financiel Planning Program for our executive officers (incorporated herein by
reference to Exhibit 10{v) to Humana's Inc.’s Annual Report on Form 10-K filed on February 22, 2013,

Form of Company's Restricted Stock Unit Agrecment and Agreement not to Solicit under the 2011 Stock
Incentive Plan (without retirement provisions).

Five-Year Credit Agreement, dated as of July 9, 2013 {incorporated herein by reference to Exhibit 10 to
Humana Inc."s Current Repart on Form 8-K filed on July 10, 2013),

Form of CMS Coordingted Care Plan Agreement (incorporated herein by reference to Exhibit 10.} (o Humana
ine.'s Quarterly Report on Form 10-Q for the quarter ended September 30, 2005).

Form of CMS Private Fee for Service Agreement (incorporated hercin by reference to Exhibit 10.2 10 Humana
inc."s Quarierly Report on Form 10-Q for the quarter ended September 30, 2005),

Addendum to Agreement Providing for the Operation of a Medicarc Voluntary Prescription Drug Plan
(incorporated herein by reference 1o Exhibit 103 to Humana Inc.’s Quarterly Report on Form 10-Q for the
quarter ended September 30, 2005).

Addendum to Agreement Providing for the Operation of an Employer/Union-only Group Medicare Advantage
Prescription Drug Plan (incorporated herein by reference 1o Exhibit 10.4 to Humana Inc.’s Quarterly Repart on
Form 10-Q for the quarter ended September 30, 2005).

Addendum to Agreement Providing for the Operation of an Employer/Union-only Group Medicare Advantage-
Only Plan {incorporated hercin by reference to Exhibit 10.5 to Humana Inc *s Quarterly Report on Form 10-Q
for the quarier ended Scptember 30, 2005).

Addendum to Agresment Providing for the Operation of 2 Medicare Advantage Regional Coordinated Care
Plan (incerporated herein by reference to Exhibit 10.6 to Humana Inc.’s Quarterly Report on Ferm 10-Q for the
quarter ended Scptember 30, 2005),

Explonatory Note reparding Medicare Prescription Drug Plon Contracts between Humana and CMS
{incorporated herein by reference to Exhibit 10{nn) to Humana Inc.'s Annual Report on Form 10-K for the
fiscal year ended December 31, 2005),

Humana In¢. 201§ Stock Incentive Plan (incorporated herein by reference to Appendix A to Humana Inc’s
Proxy Statement with respect to the Annual Meeting of Stockholders held on April 21, 2011)

Form of Company’s Stock Option Agreement under the 2011 Stock Incentive Plan (Non-Qualificd Stock
Options with Non-Campete/Nen-Solicit) {incorporated herein by reference to Exhibit 10{oo) to Humansa Inc.'s
Annual Repart on Form 10-K filed on February 24, 2012).

Form of Company’s Stock Option Agreement under the 2081 Stock Incentive Blan (Incentive Stock Options
with Non-Compete/Non-Soticit) (incorporated herein by reference to Exhibit i0(pp) to Humana Inc.’s Annual
Report on Form 10-K filed on February 24, 2012).

Form of Company's Restricted Stock Unit Agrecment and Agreement not to Compete or Solicit under the 2011
Stock Incentive Plan (incorporated herein by reference to Exhibit 10(rr) 10 Humana Inc.’s Annual Report on
Form 10-K filed on February 24, 2012)
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Amended and Restated Employment Agreement, dated as of February 27, 2014, by and between Humana Inc.
and Bruce D. Broussard (incorporated herein by reference to Exhibit 10.1 to Humane Inc s current report on
Form 8-K filed on February 28, 2014)

Amendment to the Amended and Restated Employment Agrecment between Humana Inc and Bruce D,
Broussard, dated July 2, 2015 (incorporated herein by reference to Exhibit 10.1 to Humana Inc.'s current report
on Form B-K filed on July 9, 2015).

Agreement between the United States Department of Defense and Humana Militacy Healtheare Services, Inc., a
whelly owned subsidiary of Humana Inc., dated as March 3, 201t (incorporated herein by reference to Exhibit
10{mm) to Humana Inc.’s Annual Report on Form 10-K filed on February 24, 2012).

Form of Amendment to Change of Control Agreement between Humana Ine, and various executive officers
(incorporated herein by reference to Exhibit 10.1 to Humana Inc,’s current report on Form B-K filed on
February 24, 2014).

Form of Commercial Paper Dealer Agreement between Humana Inc., as Issuer, and the Dealer party thereto
{incorporated herein by reference to Exhibit 10,] 1o Humana Inc.’s current report on Form 8-K filed on October
6,2014).

Master Confirmation by and between lHumana Inc, and Goldman, Sachs & Co., dated November 7, 2014
(incorporated herein by reference to Humana Inc.'s current report on Form 8-K fited on November 10, 2014)

Form of Company's Stock Option Agreement under the 2011 Stock Incentive Plan (Incentive Stack Options)

Form of Company's Stock Option Agreement under the 2011 Stock Incentive Plan (Non-Qualificd Stock
Options with Non-Compete/Non-Solicit).

Computation of ratio of eamings to fixed charges

Code of Conduct for Chiel’ Exceutive Officer & Senior Finoncial Officers (incorporated herein by reference to
Exhibit 14 to Humana Inc.”s Annual Repoct on Form 10-K for the fiscal year ended December 31, 2003).

List of subsidiaries,

Consent of PricewaterhouseCoopers LLP.

CEOQ certification pursuant to Rule 13a-14(a)15d-14(a}.
CFO certification pursuant 1o Rule 13a-14{a)/15d-14(a).

Certification pursuant to 18 U.S C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes — Oxley
Act of 2002,

The following malerials from Humana Inc's Annual Report on Form 10-K formatied in XBRL (Extensible
Business Reporting Language): (i) the Consolidated Balance Sheets at December 31, 2015 and 2014; (i) the
Consolidated Statements of Income for theyears cnded December 31, 2015, 2014 and 2013; (i) the
Consolidated Statements of Comprehensive Income for the years ended December 31, 2015, 2014 and 2013;
(iv) the Consolidated Statements of Stockholders’ Equity as of December 31, 2015, 2014, and 2013, (v) the
Consolidated Statements of Cash Flows for the yesrs ended December 3%, 2015, 20i4 and 2013; and (vi) Notes
1o Consolidated Financial Statements,

*Exhibits 10(a) through and including 10(q) and 10(z) through end including 10{cc),10{ge),10(jj) and 10(ii} are
compensatory plans or management contracts

**Pursunnt to Rule 24b-2 of the Securities Exchange Act of 1934, a5 amended, confidential portions of this exhibit have
been omitied and filed sepurately with the Securitics and Exchange Commission pursuant to a request for confidential
treatment.

tSubmiticd clecteonically with this report.
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Humana Inc.

SCHEDULE I—PARENT COMPANY FINANCIAL INFORMATION
CONDENSED BALANCE SHEETS

December 31,
015 2014
{in millions, exerpt shure
amaounis)
ASSETS
Current assets:
Cash and cash equivalents $ 1,389 § 1211
Investment securities 256 201
Receivable from operating subsidinries 1,124 873
Other current assets 224 180
Tatal current assets 2,993 2,465
Property and equipment, net 1,011 885
Investments in subsidiaries 14,276 13,983
Other Jong-term nssets 437 114
Total asscts $ 18717 § 17,447
LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:
Payable to operating subsidiaries $ 332 § 3,130
Current portion of notes payable to operating subsidiaries 28 28
Book overdmaft 38 54
Short-term borrowings 299 e
Other current liabilities 372 562
Total curvent Jiabilitics 4,259 3,714
Long-term debt 3,821 3,825
Notes payable to eperaling subsidiaries 9 9
Other long-term liabilities 282 193
Total linhilities 837 7,801
Commitments and contingencics
Stockholders' equity:
Preferved stock, $1 par; 10,000,000 shares authorized; none issued —_ —
Common stock, $0.16 2/3 par; 300,000,000 shares authorized,
198,372,059 shares issued at December 31, 2015 and 197,951,55)
shares issued at December 31, 2014 33 33
Capital in excess of par value 2,530 2,330
Retained earnings 11,017 9916
Accumulated other comprehensive income 58 223
Treasury stock, &t cost, 50,084,043 shares at December 31, 2015
and 48,347,541 sharcs at December 31, 2014 {3,292) (2,856)
Total stockholders’ equity 10,346 9,646
Totol linbilities and stockholders’ equity $ 1817 § 17,447

See accompanying notes to the parent company financial statements.
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Humana Inc.

SCHEDULE I—PARENT COMPANY FINANCIAL INFORMATION
CONDENSED STATEMENTS OF INCOME

For the year ended December 31,
1018 014 2013
{io milions)

Revenues:

Management fees charged to operating subsidiaries $ 1469 § 1,509 § 1,370

Investment and other income, net 5 4 3

1,474 1,513 1,373

txpenscs.

Operating cosis 1,370 1,434 1,366

{cpreciation 252 212 193

interest 186 192 141

1,808 1,838 1,700

Laoss before gain on sele of business, income taxes and equity in net
earnings of subsidiarica (334) (325) (327
Gain on sale of business 270 — oy
Loss before income taxes and equity in net earnings of subsidiaries (64) (32%) (2n
Benefit for income taxes (70) (81) (107)
Income (loss) before equity in net eamings of subsidiaries 6 (24d) (220)

Equity in net earnings of subsidiaries 1,270 1.3 1.451
Net income s 1,276 § {LI47 § 1,231

See accompanying notes to the parent company financial statements,
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Humana Inc.

SCHEDULE I—PARENT COMPANY FINANCIAL INFORMATION
CONDENSED STATEMENTS OF COMPREHENSIVE INCOME

For tbe year ended December 31,
2045 2004 2013
{in willions)
Net income $ 1,276 % 1,147 § 1,231
Other comprehensive {loss) income:
Change in gross unrealized investment gains/losses (114) 122 (338)
EfTect of income taxes 42 @4 124
Total chenge in unrealized investment
goins/losses, net of tax (72) 78 (214)
Reclassification adjustment for net realized
gains included in investment income (146) {20) {22)
Effect of income taxes 53 7 8
Total reclassificalion adjustment, net of tax (93) (13) (14}
Other comprehensive (loss) income, net of tax (165) 65 (228)
Comprehensive income s 1,111 § 1,212 § 1,003

See accompanying notes to the parent company financiel statements.
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Humann Inc.

SCHEDULE [—PARENT COMPANY FINANCIAL INFORMATION
CONDENSED STATEMENTS OF CASH FLOWS

For the year ended December 31,
2018 2014 2003
{in milllons)
Net cash provided by operating activities $ 953 § 1499 §$ 1,554
Cash fiows from Investing uctivities:
Proceeds from sale of husiness 1,055 — -
Acquisitions — —_ —_
Capital contributions to operating subsidiaries (833) (442) {521)
Purchases of investment securities (507) (629) (320)
Procecds from sale of investment securities 18 606 k)]
Maturities of investment securities 108 149 104
Purchases of property and equipment, net {3718) (380) (223)
Net cash used in investing activitics {537 (696) (925)
Cash flows from Mnaacing activities:
Proceeds from issuznce of senior notes, net -_ 1,733 -
Proceeds from issuance of commercial paper, net 298 - —
Repayment of long-term debt — (500) —_
Change in book overdraft (16) [&]] 7
Common stock repurchasey (385) (872) (531)
Dividends peid {172) {172) (168)
Tax benefit from stock-based compensation 15 12 8
Proceeds from stock option exercises and other n 51 65
Net cash (used in) provided by financing activitics {238) 247 (619)
Increase in cesh end cash equivalents 178 1,050 10
Cash and cash equivalents at beginning of year 1,211 161 15)
Cash and cash equivalents at end of year s 1,389 § 1,211 8 161

See accompanying notes to the parent company financial statements,
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Humana Inc.

SCHEDULE I-—-PARENT COMPANY FINANCIAL INFORMATION
NOTES TO CONDENSED FINANCIAL STATEMENTS

1. BASIS OF PRESENTATION

Parent company financial information has been derived from our consolidated financinl statements and excludes the
accounts of all operating subsidiaries. This information should be read in conjunction with eur consolidated financial
statements, ‘

Related Party

Refer to Note 2 of the notes 1o consolidated financial statements in this Annual Report on Form 10-K for a description
of our related party transactions. A related party note receivable in the amount of $284 million is included with other long-
termn assets in our condensed balance sheet at December 31, 2015 and with purchases of investment securities in our
condensed stuiement of cash flows, The related interest income i3 included in investment income in our consolidated
statement of income.

2. TRANSACTIONS WITH SUBSIDIARIES

Management Fee

Through intercompany service agreements approved, if required, by state regulatory suthorities, Humana Inc., our
parent company, charges a management fee for reimbursement of certain centralized services provided to its subsidiaries
including infonmation systems, disbursement, investment and cash administration, marketing, legal, finance, and medical
and executive management oversight.

Dividends

Cash dividends received from subsidiaties and included as a component of net cash provided by operating activitics
were $493 million in 2015, $927 million in 2014, and $967 million in 2013. Subsidiary dividends in 2015 reflect the
impact of losses for our individual commercial medical business compliant with the Health Care Reform Law and the
November 5, 2015 revised statutory nccounting guidance requiring the exclusion of risk corridor receivables from related
statutory surplus discussed in Note 3 below.

Guarantee

Through indemnity agreements spproved by state regulntory authoritics, certgin of our regulated subsidiaries
penerally are gueranteed by our parent company in the event of insolvency for: (1) member coverage for which premium
payment has been made prior to insolvency; (2) benefits for members then hospitalized until discharged; and (3) payment
to praviders for gervices rendered prior to insolvency. Our parent has also guaranteed the obligations of our military
services subsidiarica,

Notes Recelvables from Operating Subsidlaries

We funded certain subsidieries with surplus note agreements. These notes are generally non-interest bearing end may
not be entered inlo or repaid without the prior approval of the spplicable Departments of Insurance or other sute
regulatory authorities

Notes Payable fo Operating Subsidiaries

We borrowed funds from certain subsidiaries with notes generally collateralized by real estate. These notes, which
have varjous payment and maturity terms, bear intercst ranging from 1.51% to 6.65% and are payable in 2016 and 2019
We rccorded interest expense of $1 million related to these notes for cach of the years cnded December 31, 2015, 2014
and 2013,
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Humana Inc.

SCHEDULE I—PARENT COMPANY FINANCIAL INFORMATION
NOTES TO CONDENSED FINANCIAL STATEMENTS—(Continued)

3. REGULATORY REQUIREMENTS

Certain of our insurance subsidiaries operate in states that regulate the payment of dividends, loans, or other cash
transfers to Humana Inc., our parent company, and require minimum levels of equity as well as limil investments to
appraved securities. The amount of dividends that may be paid to Humana Inc. by these insurance subsidiaries, without
prior approval by state regulatory authorities, or ordinary dividends, is limited based on the entity's level of statutory
income and statstory capital and serplus, In most states, prior notification is provided before paying a dividend cven if
approval is not required.

Although minimum required levets of equity are largely based on premium volume, product mix, and the quality of
assets held, minimum requirements vary significantly at the state level, Qur state regulated insurances subsidiaries had
nggregate statutory capital and surplus of approximately $6.6 billion and $6.0 bitlion as of December 31, 2015 and 2014,
respectively, which exceeded aggregate minimum regulatory requirements of $4.6 billion and $4.1 billion, respectively.
Subsidiary dividends arc subject to state regulatory approval, the amount and timing of which could be reduced or
delayed. Excluding Puerto Rico subsidiaries, the amount of ordinary dividends that may be paid 10 our parent company in
2016 is approximately $900 million in the aggregate. This compares to dividends that were paid to our parent company in
2015 of approximately $493 million. Actual dividends paid may vary due to consideration of excess statutory capitel znd
surplus and expected future surplus requirements related to, for example, peemium volume and product mix

On November 5, 2015, the National Association of Insurance Commissioners, or NAIC, issucd statutory accounting
puidance for receivables associated with the risk corridor provisions under the Heatth Care Reform Law, which requites
the receivables to be excluded from subsidiary surplus, This accounting guidance required additional capitzl contributions
into centain subsidiaries during 2015

Certnin regulated subsidiaries recognized premium deficiency rescrves for our individual commercial medical policies
compliant with the Health Care Refonm Law for the 2016 coverage year in the fourth quarter of 2015. Further, the
statutory-besed premium deficicncy excludes the estimated benefit associated with the rigk cortidor provisions ss a
reduction in subsidiary surplus in accondance with the previously discussed November 5, 2015 statutory accounting
guidance requiring the exclusion of risk corridor amounts from subsidiery surplus. As a result of the stattory-based
premium deficiency, we will fund capital contributions into certain regulated subsidiaries of $450 million during the first
quarter of 2016,

Qur use of opernting cash flows derived from our nen-insurance subsidiaries, such as in our Healthcare Services
segment, is generally not restricied by state departments of insurance (or comparable state regulators),

4. ACQUISITIONS AND DIVESTITURES

Refer to Note 3 of the noles to consolidated financial statements in this Annual Report on Form 10-K for a description
of cerlain acquisitions ond divestitures. On June 1, 2015, we completed the sale of our wholly owned subsidiary,
Concentra Inc. During 2015, 2014 and 2013, we funded centain non-regulated subsidiary acquisitions, including the
acquisition of American Eldercare Inc,, with contributions from Humana Inc., our parent company, included in capital
contributions in the condensed statement of cash flows.

5. INCOME TAXES

Refer to Note {1 of the notes to consolidated financial statements included in this Annual Report on Form 10-K for a
description of income taxes.

6, DEBT

Refer to Nole [2 of the notes to consolidated financial stntcmcnts included in this Annual Report on Form 10-K for a
description of debt

7. STOCKHOLDER'S EQUITY

Refer 1o Note 15 of the notes to consolidated financial statements included in this Annual Report on Form 10-K for a
description of stockholders’ equity, including stock repurchases and stockholder dividends,
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Humana Ioc.
SCHEDULE [I—VALUATION AND QUALIFYING ACCOUNTS
For the Years Ended December 31, 2015, 2014, and 2013

(in millions)
Additlons
Charged
Balance at Acqulred/ {Credited) Chnrged ta Deductions Balance at
Beginning (Disposed) Coats snd Other o Ead of
of Pertod Hal Exp A [1)] Write-olfs Period
Allowance for loss on
receivables:
2015 $ 137  § (39 § 6l $ M 3 51) § 101
2014 18 —_ 32 28 {41) 137
2013 94 —_ 37 18 31 118
Deferred tax asset valuation
allowance:
2015 48) —_ 6 - = 42)
2014 (28) — {20) = - (48)
2013 28) - — —_— . (28)

(1) Reprasents changes in retronctive membership adjustments to premiums revenue and contractual allowances
edjustments to services revenue as more fully described in Note 2 to the consolidated financial statements included
in this annual report on Form 10-K,
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SIGNATURES

Pursuant to the requirements of Sections 13 or 15(d) of the Securilics Exchange Act of 1934, the Company has duly
caused this report to be signed on its behalf by the undersigned, thereto duly authorized,

HUMANA INC.

By /s/ BRIAN A. KANE

Brisn A. Knne

Senior Vice President and Chiel Financisl Officer
{Principsl Financisl OMicer)

Date: February 18, 2016

Pursugnt to the requirements of the Securitics Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the Company and in the capacities and on the date indicated.

Signature Titte Daie
/s! BRIAN A, KANE Senior Vice President and Chief Financial Officer February 18, 2016
Brlan A, Kane (Principal Financial Officer)
/¢ CYNTHIA H. ZIPPERLE Vice President, Chief Accounting Officer February 18, 2016
Cynthia H. Zipperle and Controfler (Principal Accounting Officer)
fs/ BRUCE D. BROUSSARD President and Chiel Executive OfTicer, February 18, 2016
Bruce D. Broussard Director {Principal Executive Officer)
/s/ KURT J, HILZINGER Chairman of the Board February 18, 2016
Kurt J, Hikinger
Is/ TRANK A, D'AMELIO Director February 18, 2016
Frank A, D'Amelio
fsf W ROY DUNBAR Director February 18, 2016
W. Roy Dunbar
/s DAVID A, JONES, IR. Director February 18, 2016

David A, Jones, Jr.

/sf WILLIAM J. MCDONALD Director February 18, 2046
Willinm J. McDonald

/sl WILLIAM E. MITCHELL Dircctor February 18, 2016
Willinm E. Mitehell

/s/ DAVID B, NASH,M D. Dircctor February 18, 2016
Dsvid B. Nash, MDD,

I8/ JAMES ! O'BRIEN Ditector February 18, 2016
James ). O'Bricn
/s/ MARISSA T, PETERSON Director February |8, 2016

Marissa T, Peterson
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